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PREFACE.

THE
Institute of Chartered Accountants has for many years endeavored

to raise the standard of Accountancy work in Canada, and with this

object in view, has held periodically examinations, as a means of

testing the knowledge and experience of those students who have wished to

obtain its diplomas and honors. The standing of the Chartered Accountant

is at the present time fully recognized and appreciated by the business com-

munity, and as this title can now only be obtained by passing the Institute's

examinations, subject to other qualifications as laid down in its by-laws, it

has necessarily created a demand for publications bearing on the subjects

on which such candidates are examined. The Institute of Chartered

Accountants of Ontario is conducted on similar lines to the English Insti-

tute, and its diplomas conferred on those, who have passed its examinations,

are highly prized and duly recognized all over this continent.

The object of this work is primarily to supply candidates with a text

book, which will assist them in preparing for their examinations, and while

it has been produced in the form of questions and answers, yet it must not

be taken as showing specimens of the answers required by the examiners,

but rather as a guide and help for future students. To have simply

answered the questions as they would be in the time allotted at the examina-

tions referred to, would, no doubt, have been useful, but the object as afore-

said has been also to give to the public a textbook, which deals with tha

subjects from a practical standpoint as well as the theoretical.

The forms of accounts shown in this book are for actual use, and the

Mercantile House and the Office have been looked to for illustrations in

preference to books.

The Editor, in publishing this book, desires to express his acknowledge-

ments for the work done by Mr. David Hoskin, C.A., of Toronto, in writing

the answers to the Intermediate questions. It may be mentioned that Mr.

Hoskins has been very successful in preparing candidates for the Institute

Examinations.
(iii.)



IV. PREFACE.

He also desires to thank Mr. H. T. Canniff, Barrister-at-Law, for his

valuable assistance in supervising the answers as far as they touched on

legal matters.

And further he wishes to acknowledge the many useful hints and infor-

mation received from Mr. W. B. Tindall, C.A., as he feels that to the ability

of the above gentlemen many of the merits of this publication are due.

No pains have been spared to make the Manual useful, up to-date, and

as complete as possible ;
and it is hoped that it will be received with a kind

criticism that will look for the good points and not for its defects.

WILTON C. EDDIS, F.C.A.
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ERRATA.

Heading to Chapter I. should be only
"
Book-Keeping.

"

For dates of Examinations see page 5.

In answer to Question No. 6, page 47, it is implied that the Bank allows

a standing overdraft, whereas it discounts the firm's own paper. There is

practically little difference. The Bank would hold the proceeds of the notes,

held as collateral security, to retire firm's notes as they matured.

DEBENTURES.

In answer to question under this heading the following may be

included : (See page 212. )

By chapter 119 of R. S. O., 1897, sec. 38 : The bonds or debentures of

corporations, made payable to bearer, or to any person named therein or

bearer, may be transferred by delivery, and if payable to any person or

order shall (after general endorsation thereof by such person) be trans-

ferable by delivery from the time of the indorsation. Any such transfer

shall vest the property of such bonds or debentures in the holder thereof to

enable him to maintain an action thereon in his own name.

(vii.)
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CHAPTER I.

INTERMEDIATE EXAMINATION, 1897.

BOOK-KEEPING.

Question 1. What is the reason of the division of Accounts into

Personal and Impersonal, and what are the two widely different

characteristics of the latter?

A. To enable the complete records of any business to be kept,

this being one of the principles of Double Entry Book-keeping.

The different characteristics are that personal accounts can

only represent liabilities and assets, but that impersonal accounts

may also represent, besides liabilities and assets, the profit and

Joss accounts.

Question 2. In the course of trading you make and receive

certain charges or allowances for Bought and Sold Returns.

How would you deal with these?

A. The best method of dealing with the Trading or Mer-

chandise account is to open two separate accounts termed Pur-

chases and Sales Accounts respectively. To these accounts all

charges or allowances should be debited or credited, as follows:

Purchased goods returned, or allowances, would be credited to
"
Purchases Account."
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Goods sold and returned, or allowances thereon, would be

debited to
"
Sales Account."

When the books are balanced, the charges or allowances would

be deducted as a total from their respective accounts.
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Question 4. Draft a Bank Reconciliation Account, bringing
the Cash Book and Bank Pass Book in harmony at the close of a

determined period

BANK RECONCILIATION ACCOUNT,

As taken from the Cash Book in previous answer.

1898

July 31

Aug. 2

Aug. 2

Aug. 2

Bank Balance

Deposits

Cheques, etc

Balance as per firm's books..

Balance as per Bank Pass
Book

Outstanding Cheques :

No. 135 $176 00
" 136 .. 226 12

$184 36
398 70

583 06
430 80

$554 38

402 12

$152 26

Question 5. How would you set to work to prepare a Profit

and Loss Account for a period, and a Balance Sheet at the close

of it?

A. First get inventories, of Merchandise, Stock, etc., on hand

at date of closing, also ascertain what, if any, liabilities are out-

standing. Also see what provision has to be made for such items

as wages accrued, interest accrued, etc. See that provisions for

depreciation are made as required on Machinery, Leasehold, etc.

Then see that a Trial Balance has been properly taken from the

ledger and duly balances. The next step would be to close all the

Profit and Loss Accounts in the ledger, transferring the balances

through the journal to an account called Profit and Loss Account.

The balance at this account would show the profit or loss made.

(From this account in the ledger a proper Profit and Loss state-

ment, giving fuller details where required, may be made.)
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Before closing Merchandise or similar accounts, to arrive at

the profit made thereon, the amount of merchandise on hand taken

from the inventory at the date of closing accounts, must be

credited, or deducted from the debits and carried forward as a debit

balance. If the total credits are in excess of the total debits, the

difference is the gross profit and is transferred to Profit and Loss

Account.

The remaining accounts must then be properly classified undei

suitable headings, showing the Liabilities and Assets.

A form of balance sheet is shown on page 12.

Question 6. When making up final accounts there will be cer-

tain items Accrued Due to be brought in or vice versa Rebates to

be dealt with: For instance, Discount being % on Book Debts and

Liabilities, Rent, Insurance, Wages, Travellers' Commissions,

Auditors' Fees.

How would you deal with these?

Give illustrative entries.

A. At the end of the year or when closing the books, all

amounts of expenditure, such as rent prepaid or unexpired, or

insurance, should be credited to the accounts to which they have

been charged and shown in the Balance Sheets as Assets, the prin-

ciple being to only charge to the current period the expenses pro-

perly belonging thereto. Similarly, income earned but not re-

ceived should be duly credited. In all such cases a Suspense

Account or other suitable accounts may be opened to which to

charge Asset items of this sort and to credit Liability items. For

instance, Auditor's fees, would be charged to Expense and credited

to said Suspense Account, unless an account was opened in the

Auditor's name.

This may be termed the orthodox way of dealing with such

items, but in general work the following simple and effective

method is preferred and adopted by many practical accountants:
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K'nter all accounts accrued due to or by the firm in the inven-

tory book or other suitable book; then charge or credit these items

directly to proper Profit and Loss Accounts and carry them for-

ward as balances in the same way as the Stock on hand is treated

in a Trading or Merchandise account. These balances must of

course be treated as Liabilities or Assets in the Balance Sheet. The

following illustrations will clearly show the method to be adopted:

RENT.

1898

Apr. 1



BOOK-KEEPING.

TRADE DISCOUNT.

1898
Dec. 31
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BALANCE SHEET, JUNE 30TH, 1897.

Liabilities.

Debts payable
Brown1

s Capital <fc:
Investment
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JONES' "CAPITAL ACCOUNT."

9

To Drawings
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TRADING ACCOUNT.

1896
Dec. 31



CHAPTER II.

BOOK-KEEPING.

Question 1. From the following list of accounts draw Profit

and Loss account in skeleton, and also Balance Sheet, placing the

accounts in the division to which they properly belong, and on the

proper side of each account: John Smith, Capital Account; Jas.

Williams, Capital Account; Eeal Estate, Toronto; Expenses;
Travellers

7

Salaries; Insurance; Interest; Cash Discount on Sales;

Cash Discount on Purchases; Travelling Expenses; Taxes; Repairs;

Advertising; Jno. Smith, Drawings Account; Jas. Williams,

Drawings Account; Merchandise; Stores; Wages; Bank Account;
Bills Receivable; Bills Payable; Investment in Commercial Cable

Stock; Accounts Receivable; Accounts Payable; Trading Account.

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDING

To Expenses
Travellers' salaries
Insurance
Interest
Travelling expenses
Taxes
Repairs
Advertising
Stores (less any inventory)..
Wages (in a manufacturing

concern this item would
be charged to Trading fc)

Jno. Smith's share of profit..
Jas. Williams' "

By gross profit, Trading %..

(11)
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BALANCE SHEET FOR THE YEAR ENDING

Liabilities.

Accounts payable
Bills payable
Jno. Smith, Capital % :

Investment
Deduct drawings
Add share of profits

Jas. Williams, Capital %:
Investment
Deduct drawings
Add share of profits

Assets.

Cash in bank
Accounts receivable
Bills receivable
Merchandise
Stores
Investment in commercial cable
stock

Real estate, Toronto

TRADING ACCOUNT FOR THE YEAR ENDING

Stock on hand at beginding of

year
Purchases
Freight and duty
Less cash discount on pur-
chases

Gross profits transferred to
Profit and Loss %

By Sales
Less cash discount on sales

By stock on hand at end of year
(This amount should be de-
ducted from the opposite
side, instead of adding to
this when percentages are
to be calculated.)

Question 2. A Merchant in Midland gives his Book-keeper the

following memo:

Shipped to A. B., Buffalo, Cargo Lumber per
"
Lothair," Lake

Freight, $1.25 per 1,000 feet of Lumber, eight thousand shingles

to be counted as equal to 1,000 ft. lumber. Bill of Lading was

for 150,000 XX shingles, 600,000 XXX shingles, 232,000 ft. Culls.

Sold shingles to Jno. Smith, Buffalo, XX shingles at $1.05,

XXX shingles at $2.05, F.O.B. Buffalo, and delivered the lumber

to Jno. Williams, to sell on my account and risk at 2$ Commission.

Charge the lumber at $6.00 F.O. Vessel, Midland. Open accounts

for Lumber and Shingles, and Journalize the transaction so thai

the Shingle Account will show average price shingles, F.O. Ves-

sel, Midland.
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JOURNAL ENTRIES.

John Smith, Buffalo, Dr
To Shingles account
"

Freight
"

Lothair....
Bill of Lading :

150,00 ) XX Shingles @ $1 05

600,000 XXX " @ 2 05
$ 157 50

1,230 00

1,387 50

23 44

Freight on Shingles:
150,000 XX Shingles@ $1.25 per 1,000

feet lumber
600,000 XXX Shingles @ $1.25 per

1,000 feet lumber 93 75
XX Shingles realized $ 157 50-

Less 23 44

$ 134 06

XXX Shingles realized . . .$1,230 00

Less 93 75

$1136 25

Jno. Williams, Commission Account, Dr. ..

To Lumber
Freight Account, Lothair

Price at Midland:

232,00) ft. culls, @ $6 00 1,392 00
Add freight @ 1 25 290 00

$1,387 50

1,682 00

$1,270 31
117 19

1,392 00
290 00

LUMBER ACCOUNT.
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Question 3. How would the following errors in Book-keeping
affect (1) The Profit & Loss Account, (2) The Balance Sheet, if

not corrected:

(a) A Sum of $125 for freight paid for John Jones on goods

purchased by him posted wrongly to Purchases Account.

(b) A Sale of Goods for $500 posted to the debit of Freight
Account instead of to the debit of the purchaser.

(c) A Sum of $250 received from a customer entered as a Cash

Sale of $250.

A. (a) The Profit would be decreased by $125.

The Balance Sheet would show the accounts receivable less by

$125 than they should be. (If Jones has paid his account at the

correct amount, there might be $125 to his credit; then the error

would affect Accounts Payable).

(b) The $500 charged to Freight Account instead of to the

purchaser would also decrease the profit by this amount, and show

the Eeceivable Accounts in the Balance Sheet less by $500.

(c) The Cash Sales would be credited by $250 too much, which

would increase the profit wrongly by that amount. In the Balance

Sheet the Accounts Receivable would be too much by $250.

Question 4. From the following transactions make up the

Cash Book of Walter Scott, and bring balance down:

Jan. 1, 1897, Cash on hand, $200, in office and balance at

Bank credit, $185; Received John J., $100, including discount, $2;

A. W., $50; P. G., $65; W. James, cheque, $50, his note ten days,

$200.50. Discounted note and received from Bank proceeds $200.

Paid John J. $150, which includes cash discount of 5$ he allowed.

Paid Smith $40 in full. James 7

note protested and charged back,

Costs $1.34. Bank agreed to discount Walter Scott's own note

$500, 3 mos., and paid him proceeds, $492.50. Paid Wages, $250;



BOOK-KEEPING. 15

Insurance, $75. Received Bill of Exchange, 100, Bank allowed

at rate of $4.85 for it.

Dr. CASH. CONTRA. Cr.

1897

Jan. 1
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Names of
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(a) Order Book,

Wages Book and Time Register,

Cost Ledger,
Usual Commercial Books.

(b) Cost Ledger Account, or some similar heading,

Wages Account,

Purchases Account,

Stores.

Question 7. As Book-keeper you are closing the books for the

Financial year. Make the proper Journal entries to Trading and

Profit & Loss accounts for

Provision for bad debts

Unearned Insurance

Depreciation, Machinery and Plant

Buildings
Unearned Taxes and Water Rates

Bills Receivable, under Discount, Unearned Interest

Bills Receivable, Accrued Interest on Notes bear-

ing Interest

Mortgages Receivable, Accrued Interest

Payable, Interest to date of closing ....

Accrued Wages

$930 00

95 00

140 00

500 00

85 00

140 00

80 00

185 00

87 00

385 00

Profit and Loss Account, Dr.
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Question 8. TRIAL BALANCE

James I^ewis, 31st Dec., 1897.

James Lewis, Capital. .

James L'ewis, Personal

Bank of Nova Scotia . . .

Cash in office .

Dr.

$ 500 00

300 00

45 00

Merchandise Account 4,300 00

Repair Account 43 75
Bills Receivable 3,200 00
Bills Payable
Real Estate 675 00

Can. Bank of Commerce Stock 783 00

General Expenses 930 00

Freight and Duty 500 00

Accounts Receivable 4,000 00

Accounts Payable
Profit and Loss 1,723 25

Cr.

$10,000 00

2,000 00

5,000 00

$17,000 00 $17,000 00

The above trial balance is handed to you with the request that

you prepare Eevenue Account and Balance Sheet.

(a) Could you give the information from the trial balance? If

not,

(b) What further information would you require to get?

A. (a) Not without first ascertaining if there was any Mer-

chandise on hand, and provisions made for such items as Accrued

Interest, etc., unless it could be assumed that this was a Trial

Balance taken from a Bankrupt's books, and the stock had been

wilfully sacrificed or destroyed by fire, or otherwise which is un-

likely, judging from the date given.

(b) Inventory of Merchandise on hand; knowledge as to whe-

ther balance at Profit & Loss Account included any current charges
or was caused by former losses. Accrued Accounts ;m<l provisions

for losses as mentioned in (a).
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Question 9. Supply the information you are short in Question
-

8, and make out Eevenue Account and Balance Sheet.

A. Merchandise has heen ascertained to be worth $9,000, and

Mr. Lewis states there are no provisions for Bad & Doubtful Debts,

etc., requiring to be made. P. & L. Balance represents former

losses.

TRADING ACCOUNT.

To Balance
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Question 10.

BALANCE SHEET, JOHN WH.WAMS, DEC. 81sT, 1897.

Liabilities. Assets.

Creditors on Bills payable $6,000 00 Cash $ 4,700 00
Open Account 5,250 00 Investments 8,500 00

Loans and Mort- Debtors, Bills Receivable 6,90000
gages 2,500 00 Debtors, Open Account. . 8,250 00

Reserve for bad and doubt- Stock 4,500 00
ful debts 500 00 Plant and Ma-

J.Williams, Personal Acct. 7,000 00 chinery $4,200 00

J. Williams, Capital Acct. . 15,00000 Less 7% depre-
ciation 290 00

3,910 00
Freehold land Mortgaged
per contra 8,000 00

Goodwill 1,000 00

Preliminary Expenses .... 490 00

$86,250 00 $36,250 00

The above being Williams' Balance Sheet as certified by Jesse

James, Chartered Accountant, Williams decides to convert his

business into a Joint Stock Company, valuing his Freehold at

$11,000, which gives him a surplus of $25,000.

The Company takes the business over on this basis, allotting

him $22,000 in stock, and the remaining $3,000 between four

others* in payment of the purchase.

Make the Journal entry to open the books of the Company.
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JOURNAL ENTRIES TO OPEN BOOKS OF COMPANY.

J. Williams Dr
Four others "

To Capital Account
For Shares issued as follows, etc., etc.

Cash Dr
Investments
Bills Receivable

Debtors, Open Account, as per list

Stock
Plant and Machinery
Freehold Land
Goodwill

,

Preliminary Expenses
To Bills Payable"

Creditors, Open Account, as per list.
" Loans and Mortgages ....

"
Reserve, bad and doubtful debts ....

"
J. Williams

' ' Four others . .

$22,000 00

3,000 00

$25,000 00

4,700 00

3,500 00

6,900 00

3,250 00

4,500 00

3,910 00

11,000 00

1,000 00
490 00

6,000 00

5,250 00

2,500 00
500 00

22,000 00

3,000 00

$39,250 00 189,250 00



CHAPTER III.

BOOK-KEEPING.

Question 1. Explain fully the difference between Single and'

Double Entry Book-keeping and the advantages to be derived from

the latter system. Explain how the Profit & Loss for a given period

is arrived at under both the Single and Double Entry Systems.

How does a Single Entry Balance Sheet differ from one prepared
under the Double Entry System?

A. The difference between Single and Double Entry Book-

keeping may be explained as follows:

(1) That in the former personal accounts only are recorded in

the Ledger, whereas in the latter and more modern system, both

Personal and Impersonal accounts are kept. By Personal accounts

we mean accounts opened in the names of persons, showing the

various transactions entered into with them. Impersonal accounts-

cover all the other accounts of a business and keep a record of all

the Profits and Expenses, as well as all the Liabilities and Assets,

other than Book Debts. There is certainly a system, if it can be

so called, of Single Entry Book-keeping, which besides keeping the

Personal accounts, keeps records in its books of such accounts as

Bills Payable, Bills Keceivable, Merchandise, Capital, etc., but a&

will be explained further on, this is an incomplete system, only

partially adopting the merits of Double Entry Book-keeping.

The difference may also be explained as follows: The Single

Entry system only keeps record in its Ledger of the accounts of

persons with whom business is done on credit, but the Double

Entry system not only does this, but keeps track of all the busi-

(22)
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ness done. A well-known axiom of the latter system is, that for

every credit there is a debit, which can be explained by an example.

We receive a parcel of goods from Sydney Smith, we therefore

credit him the value of the goods and debit merchandise or some

similar account, the latter .account may show one debit and the

creditors may be numerous, but as long as the totals agree the

principle is maintained. By adopting this system the total debit

balances and the total credit balances agree, remembering -that

cash on hand is the debit balance of the cash account.

To apply the Double Entry system advantageously a Journal

is necessary, though its use is much reduced in modern practice by

posting from the subsidiary books direct to the Ledger.

The advantages of Double Entry are numerous and may be

briefly summarized as follows:

(1) By balancing the Ledger, by which we mean taking a Trial

Balance, it generally proves that the postings have been correctly

made, though it does not prove that an item may not have been

posted to a wrong account.

(2) It keeps a record of all the expenses and disbursements as

well as receipts and profits.

(3) It enables a full history of all the Assets and Liabilities to

be kept, their depreciation or otherwise as may be required.

(4) It affords a satisfactory proof of the correctness of a Balance

Sheet and of the profit earned, etc. In Single Entry Book-keeping
there is no proof whatever of the correctness of the books or check

kept on the expenditure, unless a most elaborate system be

adopted of entering details in separate books, which in fact Double

Entry Book-keeping does with a minimum of work and a maximum
of usefulness.

To arrive at the Profit or Loss under Single Entry, you group

together all your Liabilities and Assets, strike a balance, and if

the net assets exceed those at the former date of making a Balance

Sheet there is a profit, or vice versa.
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Under the Double Entry system you obtain the Profit or the

Loss by grouping into one account the balances of the various

accounts that deal with the earnings and expenditures of the busi-

ness. This is done by first crediting the Merchandise or Trading
Account with the value of the goods or stock on hand and treating

this amount as a balance to be carried forward. The difference

between the total credits and debits being transferred to Profit and

Loss Account. All such items as Rent paid in advance, Interest

accrued, etc., must be dealt with in the same way and brought for-

ward as liabilities or assets. Then the credit of this Profit or Loss

Account shows a profit, or if a debit balance it would show a loss.

The Balance Sheet of any firm should show the same particu-

lars whether the books have been kept by Single or Double Entry.
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Question 3. To what use is the Journal now generally put?

Is a Journal entry necessary for recording such items as interest,

rent, etc., accrued but not due at time of closing books? If not, in

what other way would you provide for such items?

A. The Journal is now generally used to record such transac-

tions as cannot conveniently be entered in the subsidiary books,

such as the correction of errors, or the transfering of balances from

one account to another. There is a tendency with some book-

keepers to pass all such entries through the Cash Book, in fact'some

systems of book-keeping adopt this method entirely, but it is not a

wise plan, as the Cash Book should only record transactions in which

cash or its equivalent are concerned.

With reference to the latter part of the question, it is not neces-

sary to record such items as interest, rent, etc., accrued but not

due at time of closing books, in the Journal. These items can be

conveniently entered in the book containing inventories of Mer-

chandise, etc., and posted direct to the debit or credit of the proper

account, carrying the amounts forward as balances to be shown in

the Balance Sheet as reserves for expenses accrued, or as assets for

items already debited but not chargeable to the period for which

the statement is being prepared.

In any business where there are a large number of accounts

and several Ledgers are kept, by means of columns in the Journal

and Cash Book, or by using subsidiary Cash Books as is done in

Banks, each Ledger can be balanced separately and independently.
If posting then is done direct to the ledger from the subsidiary

books they should be summarized periodically in the Journal.

Question 4. Explain the various ways in which a Banking
account can be recorded in one's books. What advantages and

disadvantages may arise from keeping the Bank Account entirely

in the Cash Book.

A. The Banking Account can be kept in various ways:
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(1) By simply treating the balance in the Bank, as shown by
the stubs in the Cheque Book and proved monthly by the Bank

Pass Book, as part of the balance in the Cash Book, or if over-

drawn the Bank balance will tally with the shortage of the receipts

in said book. This system cannot be recommended except possibly

for small businesses.

(2) Another system is that of recording the Bank transactions-

in the Cash Book, treating the cheques or withdrawals from the

Bank as so much Cash received, and to be accounted for as other

receipts. Deposits in the Bank, whether in cash or as discounts,

are treated as payments to the Bank. Under this system, which is

probably the simplest and best, the balance in the Cash Book shows

only the cash on hand. The total withdrawals and the total de-

posits may be posted direct to the Bank Account in the Ledger and

balanced as an ordinary account.

It is not even necessary to open an account in the Ledger for

Bank, as the column on the credit side of the Cash Book shows the

total deposits, including the previous balance, and the column on

the debit side shows the withdrawals, the difference between these

totals will therefore show the true Bank balance at the time of

balancing the Cash Book, and must be entered in the sundries

column on the opposite side to enable the Cash Book to be balanced.

(3) A different method of keeping the Bank Account in the

Cash Book is to enter the deposits on the debit side and the with-

drawals on the contra or credit side, some accountants contending
that the deposits are virtually receipts and should not be entered on

the same side as disbursements. To enable this to be done cash

columns are arranged and the deposit is entered in the Bank
column and a corresponding entry is made to contra in the cash

column,

Payments made by cheque or note are entered in the Bank
column.

N.B. See form of Cash Book at end of answer.
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(4) Some accountants prefer to keep the Bank Account in a

separate book in which the deposits are entered on the left side

and the cheques and withdrawals on the right. Special columns

similar to those which would )te kept in a Cash Book simplify the

posting of these cheques to the accounts to which they are charge-

able. This relieves the general Cash Book of an immense number
of entries and is a good system for a business issuing many cheques.
The followin form will illustrate the method:

Dr. BANK ACCOUNT. Cr.

(Accounts to be charged.)

Date
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Question 5. Macdonald, a wholesale merchant of Montreal,

has a debtor at Barrie named Jones. Jones borrowed, without

giving security, from Macdonald $500, and for goods supplied owes

$750, this latter amount being guaranteed by a responsible party,

on the borrowed money $50 is overdue. Macdonald presses for

payment of all his account, and Jones remits $300, and authorizes

Macdonald to draw on him at sight for $300, which acceptance he

pays.

Presuming you were Macdonald's book-keeper how would you
deal with the transactions? Show the account.

Dr. JONES " LOAN ACCOUNT."

To Cash .
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A. A good form of keeping accounts with customers of a Gas

or Water Undertaking is a Ledger ruled as follows:

FIRST QUARTER.
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Dr. Cr.

A. Capital Account, 31st Dec., '91 $22,500
A. Drawings Account $ 4,725
B. Capital Account, 31st Dec., '94. . . 14,650
B. Drawings Account 2,850
Bills Payable 2,789
Bills Receivable 496

^ Stock, 31st Dec., '94 17,810

Machinery Account 16,924
Real Estate and Buildings 4,926

I 'urchases 33,897
Book Debts. 6,600

^ Wages 20,929

Sundry Creditors 1,297^ Sales 78,943
Office Furniture and Fittings 1,140

Rent 1,500

Cash in hand and in Bank 426
' Power, Light, Heat, etc 1,364

Commission 1,141

Travelling Expenses 629
/ Discount off Purchases 496

Discounts to Customers . 782

Freight Outwards 429

^Rebates allowed to Customers 376

Fire Insurance 484

Interest and Bank Charges 296

Horse Keep 350

Sundry Expenses 1,281

Royalties paid 462

Advertising 391

Bad debts written off 467

$120,675 $120,675

Stock on hand 31st Dec., 1895, $18,126.

Provide 5% on Book debts to cover the Bad debts and Dis-

counts.

Write G% depreciation off Machinery and Office Fittings.

Tarry forward Fire Insurance nnexpired, $175.00.
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Provide for three days wages, $125.00.

Partners entitled to 6% interest on Capital, and Salaries as fol-

lows: A., $3,500 a year; B., $2,000 a year, profits divided equally.

PROFIT AND LOSS ACCOUNT.A.

To Rent... .

' ' Commission
' '

Travelling Expenses . .

' '

Freight Outwards
41 Fire Insurance.$484 00

Less unexp'd 175 00

Interest and Bank
Charges

Horse Keep
Sundry Expenses
Advertising
Bad debts written off..

Provision for bad and
doubtful debts

Depreciation on ma-

chinery and office

fittings
Interest on Capital at

6%
Salaries ....

Balance net profit

$1,500 00

1,141 00
629 00
429 00

309 00

296 00
350 00

1,281 00
391 00
46-7 00

330 00

1,083 84

2,229 00

5,500 00

$15,935 84

5,884 16

$21,820 00

By Gross Profit from Trad-

ing Account $21,820 00

$21,820 00

BALANCE SHEET.

Liabilities.

Bills Payable
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Question 8. On Dec. 31st, M's Capit.il was $25,000; Vs Capi-

tal, $15,000; and O's Capital, $10,000. They shared profits equally.
Their Creditors of $50,000 demanded payment of their debts, and
the assets realized $55,000.

(a) What were the assets stated at in the firm's books?

(b) What was the loss of each partner?

(c) What became of the $5,000 left?

(d) What has 0. to pay M.

A. We first prepare the Balance Sheet from the information

given, which will give the answer to question (a), as the assets will

equal the total liabilities in the firm's books.

Liabilities.

Creditors

Capital Accounts :

M $25,000 00
N 15,000 00
O ... 10,000 00

$50,000 00

50,000 00

$100,000 00

Assets.

N"ominal value . $100,000 00

$100,000 00

REALIZATION ACCOUNT.

To Assets
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FINAL BALANCE SHEET.

Liabilities.

Creditors

Capital Accounts :

M $10,000 00

N . .
nil.

$50,000 00

10,000 00

$60,000 00

Assets.

Cash
O to pay

$55,000 00

5,000 00

$60,000 00

M. had therefore to receive $10,000,, which he would receive as

follows : the $5,000 mentioned in the question and the balance

from 0.

Question 9. You are appointed Book-keeper to a firm whose ac-

counts have been kept by Single Entry. You are required to trans-

fer them to the Double Entry System. Explain the process and

give an illustration.

A. The question does not state if the change of system is

being made at the time of balancing the books, or during the cur-

rent year. In the former case the process is very simple, and con-

sists in collecting the items composing the Balance Sheet, and

opening the proper accounts in the Ledger. This can be done

through the Journal, crediting and debiting the firm's Capital Ac-

count as required.

In the latter case accounts would have to be opened, so that all

the liabilities and assets may be represented in the ledger as well

as the profits and losses, care being taken that the balances therein

agree. The best plan would be, first, in the case of a manufacturing
or trading business, to open a Trading Account and charge to it

the amount of merchandise as per last inventory; the amount of

wages paid as per Wages Book; the amount of merchandise bought,
from the Invoice Book or other record, since date of last balance; if

practicable, amount of discounts, freight and duty should be ob-

tained from the subsidiary books and charged. Credit this account

with all sales made, less discounts, the information being obtained
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in a similar way. The resulting balance will show in your Ledger
as Dr. or Cr. to merchandise or Trading Account.

Then take out the balances from the Ledger, supply all the bal-

ances representing the known assets and liabilities referred to in

the former Balance Sheet, carefully noting if any changes have

been made since the date thereof.

If these balances are then added up the difference will be repre-
sented by the difference between the totals of the profits and losses

of the period.

If the proper recoiyl has been kept of receipts and payments or

expenses in a statistical form, or in separate columns in the Cash

Book, it will not be difficult to form the balances wherewith to open
the Profit and Loss Accounts; if this should not be practicable, or

would take too much time, the principal sources of income, if any,
other than sales, should be picked out and credited and the amount
to balance should be charged to Profit and Loss under suitable

headings. The following illustration will explain the "modus

operandi."

Mr. Smith gives the instructions as set forth, the book-keeper
takes out the balances from his Ledger as follows, and obtains after

grouping them together the following result:

Accounts Receivable $1 ,500 00

Payable 1,60000

Jas. Smith, Capital Account 9,000 00

MEMO. Mr. Smith's drawings have been charged to his

account.

The balance of Merchandise Account has been obtained as de-

scribed above and found to be $350. From the previous Balance

Sheet the following particulars have been obtained:

Real Estate $2,000 CO

Office Furniture and Fittings 600 00

Machinery 2,000 00
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The book-keeper has made out lists of Bills Payable and Ee-

ceivable as follows:

Bills Payable $1,625 00
" Receivable 3,00000

Cash on hand and in bank amounts to 615 00

Now, collecting the above information and adding up the bal-

ances, the following result is obtained:

Dr. Balances. Cr. Balances.

Accounts Receivable $1,500 00

Payable $1,60000

J. Smith, Capital Account 9,000 00

Merchandise 350 00

Real Estate 2,000 00

Office Furniture and Fittings 600 00

Machinery 2,000 00

Bills Payable 1,625 00
" Receivable 3,00000

Cash on Hand and in Bank . . 615 00

10,065 00

Difference ............ 2,160 00

$12,225 00 $12,225 00

This difference, $2,160, is found to consist of

General Expenses $985 00

Rent 375 00

Salaries 800 00

He opens accounts for these, with the above balances to each

account and has his Ledger ready and opened to start the system
of Double Entry.

Supposing a case where it is found not feasible to write up the

Merchandise Account as described, the book-keeper would ascertain

the amount of the merchandise at date of last Balance Sheet and
debit this amount to Merchandise Account; proceed then as before
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and the difference obtained can be posted direct to Profit and Loss

Account, or to a discrepancy or adjustment account miiil the end

of the year, when it \vill be closed to profit or loss.

The merchant will then at the end of the year know his net

profit or loss, but will not be able to trace it to its actual source for

the period prior to the date of changing his system of book-keeping.

Question 10. The accounts of the firm of Frederick Whitney
and Charles Murray after the year's trading, ending December 31st,

1896, show as under:

Capital Assets $85,000 00

Salaries 8,000 00

Merchandise Account, Dr 36,000 00

Discount on Purchases 500 00

Bank Charges 725 00

Freight on Purchases 1,250 00

Sundry Creditors 28,000 00

Stable Maintenance 350 00

Rents (of sublet premises) 1,000 00

Discount on Sales 1,500 00

Labor 39,150 00

Bills Payable 8,250 00

Sales (less returns) 175,082 00

Travelling Expenses 2,600 00

Rent of Warehouse 3,000 00

Purchases 90,000 00

Sundry Debtors 20,000 00

General Charges 8,100 00

Insurance (used $1,310) 1,810 00

Bills Receivable 6,200 00

Cash on hand 547 00

Partners' Capital 91,400 00

Prepare Revenue Account and Balance Sheet, A's Capital (be-

fore the books are closed) being $60,000 and IVs $31,400. The

partners -hare profits equally and 5# per annum to he jilloxved on

extra Capital.
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A. The information given is insufficient, unless it is to be as-

sumed that there is no merchandise on hand. As however, there is

clearly an omission in the question (see page 18) the value of the

merchandise on hand is assumed to be $30,000. It is also noted

that as no mention is made of depreciation, etc., that such provi-

sions must be included in the balances given.

TRADING ACCOUNT.

1895
Dec. 31. Balance....

1896
Dec. 31. Purchases. .

Lessdisc't..

Freight ...

Labor

Lessmdse...
on hand..

Bal. being
gross profit
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BALANCE SHEET.

Liabilities.

Sundry creditors
Bills payable....

Partners' capital
"A" (presum-
ably F. Whit-
ney)

Capital %
Interest on ex-
cess capital,
at 5 <&



CHAPTER IV.

BOOK-KEEPING.

(For Question 1 see page 45.)

Question 2. A wholesale fruit concern transacts both a com-

mission and a general business. They sell their own and consigned

goods in the same invoice, and do not guarantee consignors against

bad debts. Give forms of any special books required and Journal

entries to illustrate what may arise in course of dealing with con-

.signments.

A. Special Books required.

Register of Consignments (a)
I

Consignment Ledger (b)

Sales Book (c)

(a) As consignments come to hand they are entered in Register
and numbered consecutively, giving full particulars and instruc-

tions.

(b) Ordinary Ledger with accounts opened with number of

Consignment and Consignor's name.

(c) Sales Book.

Date
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JOURNAL ENTRY.

Brown & Scott, Dr. $258 60

To Consignment Sales $153 60
41 Sales 105 00

MEMO. The two items $60 and $M.(50 will be credited to

Accounts Nos. 13 and 17 in the Consignment Ledger. The

balances in this Ledger will agree with the balance to Consignment
Sales Account in General Ledger. Charge Freight, etc., to this

account and post in Consignment Ledger in same way.

When a consignment is all sold, first ascertain, by reference to

Sales Book, to whom goods were sold, and if paid for, then

JOURNAL ENTRY.

Consignment Sales, Dr $

(Proceeds of sales less charges. )

To Consignor $
' ' Commission Account ....

Question 3. A Mining Company is disposing of its Treasury
Stock at 15 cents per $1 share. A Development Company which

is disposing of its Treasury Stock at 10 cents per $1 share purchases

50.000 shares of the Mining Company's Stock, giving 75,000 shares

of its own in payment. When the Mining Company's financial

year closes, its stock is selling at 10 cents, and the stock of the

Development Company is worth 20 cents. Give Journal entries

and open accounts in the books of each Company showing transac-

tions and adjustments at end of financial period.

A. DEVELOPMENT COMPANY.

JOURNAL ENTRIES.

Mining Company, Dr $ 7,500 00

75,000 $1 shares, lOc.

Discount on shares, Dr <>7,.">ou o 1

)

{>!)<*. per share on above shares.

To Treasury Stock . 57:,000 00
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Mining Company's Stock, Dr $7,500 00

To Mining Company $7,500 00

For 50,000 shares of this

Company, purchased,

giving in payment 75,-

000 shares at selling

price, lOc. on the $i.

Investment Profits or Losses, Dr. . $2,500 00

Reduction in value of Mining

Company Stock.

To Mining Company Stock. $2,500 00

LEDGER ACCOUNTS.
Treasury Stock,

To Stock unsold $ By Mining Co $7,500 00
75,000 shares.

" Discount on shares. .. 67,50000
Mining Company,

To 75,000 shares 7,500 00 By Mining Company
Our stock, Stock 7,500 00

Discount on Shares,
To Discount on 75,-

000 shares 67,500 00

Mining Company Stock,
To 50,000 shares 7,500 00 By depreciation in value . . 2,500 00-

Profit and Loss Account,
To depreciation in

Mining Co. Stock.. 2,500 00

MINING COMPANY.

JOURNAL ENTRIES.

Development Company Stock, Dr. $7,500 00

To Development Company . . $7,500 00

75,000 shares purchased @
lOc.

Development Company, Dr $ 7,500 00

Discount on Shares, Dr 42,500 00

To Treasury Stock $50,000 00

50,000 shares of Stock ex-

changed for Development
Company Stock.
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When Treasury Stock is sold some adjusting entry must be

passed so that the balance of Treasury Stock Account shall agree
with the amount of unsold shares.

Development Company Stock, Dr. $7,500 00

To Profit and Loss Account. . $7,500 00

This entry is asked for by the question, but strictly speaking
this amount is not an earned profit until the Stock is sold, and the

wiser course might be to treat this as a Eeserve to meet losses on

other Stocks. Similarly it might be agreed that depreciation on

Stock should not be treated as a loss until the Stock is sold.

LEDGER ACCOUNTS.

Development Co. Stock,
To 75,000 shares, @

lOc $ 7,500 00
" Increase in value. 7,500 00

Discount on Shares,
To Discount on 50,000

shares 42,500 00

Development Company,
To Mining Co. Stock By their Stock $ 7,500 00

bought 7,500 00

Treasury Stock,
To Stock unsold .... $ By; 50,000 shares Devel-

opment Company . . 7,500 00
" Discount on shares. . 42,500 00

Profit and Loss, or Reserve @.
By Increase value Devel-

opment Co. Stock . . 7,500 00
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Question 4. The management of a social club desires to have

prepared, monthly, statements showing profit or loss in conducting
its affairs. Membership fees are payable annually in advance, but

are not all so paid. Mortgage interest is payable half-yearly, Taxes

annually, Water and Light quarterly. What features would you
introduce so that the monthly Ledger statement would show the

true position? Give Journal entries.

A. The ordinary Ledger Accounts would show each month:

Total Membership Fees received to date,
"

Expenses, paid to date,

To ascertain the true position of the club ench month, keep a

separate book in Ledger form as follows, writing it up monthly:

MEMBERSHIP FEES.

By Fees accrued due to date $

EXPENSES.

To Amount expended as per

Ledger $
' ' Taxes accrued due

(On basis of previous

year).
" Water and Light accrued

due
' '

Mortgage Interest accrued

due

As long as the expenses, which can include as many accounts

as may be required, are less than the Fees accrued due to date, the

club is living within its income, and vice versa.

It is not recommended that these accounts be kept in the

Ledger, but as the question seems to call for it, the monthly Jour-

nal entries would be as follows:
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Members, Dr $

To Membership fees $
Fees due for 1 month.

MEMO, When Fees are received from the Members they are

credited to
" Members "

account, which would really represent a

liability, as the Fees are payable in advance.

(Mortgage) Interest, Dr $
To Mortgage $

1 months' interest on debt.

Taxes, Dr $
Water and Light, Dr $

To City Treasurer $
Amounts for 1 month.

If the social club, however, derives a revenue from other

sources, such as sale of wines, liquors, etc., the profit (or loss) on

this department can be estimated monthly, but the only true and

satisfactory method is by taking stock.

Question 5. A manufacturer of machinery who also deals in

.general supplies sells the former subject to liens until paid in

full, and the latter on the usual terms of credit without security.

How would you keep the account of a customer who purchases

"both machinery and supplies, and what precautions would you take

from time to time in the interests of the manufacturer, respecting

such account?

A. Two accounts should be opened, one for the machinery,
the other for supplies. Care would have to be taken that payments
received on account of machinery were not credited to supplies.

It of course follows that the machinery account would be

watched from time to time to see that payments were being made
as agreed, etc.

Question 6. A business house borrows from its Bankers upon
its own Notes, depositing customers' paper as collateral generally.

AVhat transactions are contemplated by this arrangement, and what
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special books (if any) and accounts must be kept? Give Journal

entries.

A. The transactions contemplated by this arrangement are,

that the Bank will allow a standing overdraft and will from time

to time repay themselves by collecting and crediting to
" The Busi-

ness House's "
account their customers' bills as they mature.

No special Book is necessary beyond the Bills Receivable Book

unless bills are very numerous, when a
"
special register

"
might

be kept, but a
" Bank Collateral Account " must be kept to which

all bills lodged as collateral security should be charged periodi-

cally,, and credited when due, and {hen either debited to cash or the

defaulting customer, or treated as overdue.

Bank Collateral Account, Dr.

To Bills Receivable,

Bills for month lodged with Bank,
and so marked in Bill Book.

Bank or Cash, Dr.

To Bank Collateral Account.

J. Smith's bill paid.

Overdue Bill Account, Dr.

To Bank Collateral Account.

J. Brown's bill dishonored and costs.

J. Robinson, Dr.

To Bank Collateral Account.

Bill dishonored and costs.

Question 7. A business house has three offices, Toronto, Ot-

tawa, London; each having its own complete set of books. When

closing the accounts of all the offices for the purpose of a General

Financial Statement, it is found that the balance between offices as

shown in their respective books do not agree to the extent of Mer-

chandise, Cash, and Bills then in transit. What entries would you
make to adjust these differences in the books and in ilic Financial

Statement?
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A. It would not be necessary to make any special entries in

the books to adjust these differences, as the entries would be made

in due course upon advice being received of the transactions. In

preparing the Financial Statement, however., a careful record

would have to be made of the Merchandise, Cash and Bills then

in transit, as particulars would have to be given showing the full

value of Merchandise, etc., both on hand and in transit. The full

information would be obtained by referring to the regular monthly
advices which would be interchanged between the offices them-

selves in a business of this nature. We are not informed in the

question if one of these offices is a Head Office, in which case the

returns would be so arranged as to readily give the information

required.

The Grand Balance Sheet so to speak is a summary of the three

balance sheets, but would not include the adjusting Accounts be-

tween the offices. So if the Merchandise "in transitu" is added

to the several amounts of Merchandise on hand the statement as a

whole should balance.

Question 8. Give Journal entries for the following:

Reduction of Paid up Capital.

Discount upon Shares Issued.

Dividends upon Paid up Capital.

Trade Discounts upon Goods Sold.

Payments upon forfeited shares which have been re-sold at par.

An endorsement (accommodation) for another.

A - Reduction ofPaid-up Capital :

Paid-up Capital Account, Dr.

To Deficiency Account.

In accordance with the necessary steps, etc., as set forth in
the Act under which the Company is incorporated. (In the Stock
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Ledger all the Shareholders must be charged with their Propor-
tion of the, reduction.)

Discount upon Shares Issued :

Discount on Shares Account, Dr.

To Capital Stock Account.

(Or Treasury Stock Account. )

MEMO. The Capital Stock Account, of course, must be credit-

ed as well with the Cash amount at which the shares were sold. In

Mining Companies the difference between the nominal value of the

Capital and the Cash value is usually very great, and must be repre-

sented by some such account as "Discount on Shares." Except
under the Mining Act, it is very questionable whether shares can

be legally sold at a discount, unless subject to liability to creditors

on the amount unpaid.

Dividends upon Paid-np Capital :

Profit and Loss Account, Dr.

To Dividend Account.

For amount of Dividend declared by directors. (MEMO. The

best method is then to draw cheques for full amount of Dividend,

charging same to Dividend Account and remitting them to share-

holders entitled thereto. In large concerns it is very common to

open a separate Bank Account for Dividend cheques, marking them

as such.)

Trade Discounts on Goods Sold :

Trade Discounts, Dr.

To Sundry Debtors.

For amount of Trade Discounts. These Debtors are also

credited for the net amount of cash received. The items are very

commonly passed through the Cash Book, when cash is received.

PAYMENTS UPON FORFEITED SHARES, WHICH HAVE BEEN RE-SOLD

AT PAR.

Entry in Stock Ledger :

Defaulting Shareholder, Dr.

To Forfeited Share Account.

Forfeited Share Account, Dr.

To New Purchaser:
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Entry in General Journal :

New Purchaser, Dr.

(For amount shares realized.
)

To Defaulting Shareholder.

Cash, Dr.

To New Purchaser.

Defaulting Shareholder being originally charged, to credit of

Capital Account, with call on shares as made, he is credited with

the amount such shares realized. By the question he has paid part

and there is a surplus which will show to his credit, and to which

he is entitled less interest and expenses.

[Extract from Lindley on Companies.]

If the money arising from the sale of a forfeited share is more

than sufficient to pay the arrears of calls with interest and the ex-

penses of sale, the surplus is to be paid to the defaulting share-

holder.

An Endorsement {Accommodation} for another :

Contingent Account, Dr.

To Accommodation Bills Payable.
For endorsement to accommodate John Brown.

MEMO. On due date this entry would be reversed, as the lia-

bility will either have been removed or will have to be paid.

Question 9. Hurd & Co., Rogers & Co., and Jno. Williams

agree to buy a Steamer, and operate it as a Single Ship Company.
Hurd & Co. are to take Bill of Sale for 8-64th, Rogers & Co.

16-64ths, and Jno. Williams 40-64ths. The price paid is $100,000

cash. Jno. Lewis agrees to loan them $50,000 for three years, In-

terest at 7$, payable half yearly. The members mortgage their indi-

vidual shares pro rata. But Lewis insists that in addition he must

have a
"
joint and seAreral

"
Bond, which binds each member to pay

the full $50,000. Hurd & Co. and Rogers & Co. are in financial

straits, and are unable to pay anything beyond what the boat earns.

Williams is a man of means and is obliged to pay interest for Hurd
& Co. and Rogers & Co. They run the boat for three years before

any division of profits is made; at that time a Dividend of $50 per
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share is declared, Kurd & Co. and Rogers & Co. agreeing that

Williams shall apply their dividend on what he has paid.

(a) How do the accounts stand ?

(b) Make Journal entries as Williams' book-keeper, showing
his position in the matter.

A. (a) The accounts stand as follows :

Hurd 6- Co., Investment 8 shares $12,500 00

Interest on account loan by Jno.

Lewis, paid by Jno. Williams $1,312 50

Dednct their Dividend, $50 per share

on 8 shares , . 400 00
= 912 50

* Present face value of Investment,
not including liability to Lewis . . $11,587 50

Rogers &> Co., Investment 16 shares $25,000 00

Interest on account loan by Jno. Lewis,

paid by Jno. Williams $2,625 00

Deduct their Dividend, $50 per share

on 16 shares ... 800 00

1,825 00

* Present face value of Investment,

not including liability to Lewis . . $23,175 00

MEMO. Hurd & Co owe Jno. Williams $912.50, Rogers & Co.

owe Jno. Williams $1,825. *They are also liable on the Joint and

Several Bond for $50,000, and have mortgaged their individual

shares pro rata.

Jno. Williams, Investment 40 shares $62,500 00

Interest on account loan by John

Lewis, amcnnt paid $6,562 50

Deduct Dividend, $50 per share on 40

shares 2,000 00
4,562 50

Present face value of Investment, not

including liability to Lewis $57.937 ">' >

MEMO. Williams has been obliged to pay the interest din-

by Hurd & Co. and Rogers & Co. under the "joint and several
"

Bond given to Lewis; he is, therefore, secured for (hc-c
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subject to Lewis' claim, and it is important that he records these

entries properly in his books.

He does not treat these payments as amounts lent to Hurd &

Co. and Rogers & Co., but as amounts he has been obliged to pay

under the Bond.

This is an example of the principle known as the doctrine of

subrogation.

(b) Journal Entries made by Williams' book-keeper:

Single Ship Company, Dr $32,500 00

To Cash $31,250 00
"

Jno. Lewis 31,250 00

For purchase of 40-64ths Single Ship Co. MEMO. There is

besides a contingent liability to Jno. Lewis of $18,750, as Williams

is a Joint and Several Guarantor for the $50,000 advanced by Lewis.

JOURNAIV ENTRIES SHEWING INTEREST PAID BY WIWJAMS.

Interest, Dr. $3,562 50

To John Lewis $3,562 50

Being the Interest due on Williams' Mortgage to Lewis. As a

matter of fact there were six payments, but it is shown "
in globo

"

as sufficiently illustrating the entry.

Journal Entry showing Interest paid to Lewis under the Bond.

Single Ship Co. Investment, Dr. . $3,937 50

To Jno. Lewis $3,937 50

Being interest paid under Bond
as follows :

Hurd & Co ., $1,312 50

Rogers & Co 2,625 00

MEMO. In answering a question of this nature, the principle

governing it is of more importance than a lot of details. In actual

book-keeping all the entries would appear in their proper sequence,

and such items as Interest to be charged on the above amounts

would have to be considered.

Question 10. Prepare Trading Account, Profit and Loss Ac-

count and Balance Sheet from the following Trial Balance of

Joseph Tape, Tailor, etc., as on 30th April, 1898.
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Sundry Debtors on Open Account $3,600 00

Bad Debts Account ; 195 00

Credit Sales |7,110 00

Sundry Creditors on Open Acct. . 3,475 00

Bills Receivable 340 00

Taxes 85 00

Imperial Bank 430 00

Bills Payable 1,320 00

Cash Sales 18,080 00

Discounts on Sales 185 00

Insurance 125 00

Purchases 14,255 00

Joseph Tape Drawings Account .. 2,00000
Cash 90 00

Sundry Charges 640 00

Stock, 30th April, 1897 7,570 00

Joseph Tape, Capital Account 6,400 00

Rent Account 675 00

Furniture and Fittings Account. . 750 00

Wages (Tailors) 4,47000
"

(Shop) 935 00

Interest . 40 00

|38,385 00 |36,385 00

The Stock on hand 30th April, 1898, is $7,160. Write off

for Depreciation on Furniture and Fittings. Provide for discount

5% on oustanding Accounts Eeceivable. Insurance paid for one

year $75, of which J tmexpired. Allow for this.

A. TRADING ACCOUNT.

To Stock, 30th April, '97. $ 7,570 00 By Cash Sales $18,080 00
;< Purchases 14,255 00 " Credit Sales 7,110 00
1

Wages (tailors) 4,470 00
" Balance gross profit. . 5,870 00 25,190 00

Less Discount. 185 00

|25,005 00
Stock on hand

April 30, '98 7,160 00

$32,165 00 $32,165 00
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PROFIT AND LOSS ACCOUNT.

To Bad Debts Account. . .

" Taxes
" Insurance $125 00

lessunexpir'd 50 00

195 00
85 00

By Gross Profit, Trading
Account $5,870 00

Sundry charges
Rent Account

Wages (shop)
Interest

Depreciation on Fur-
niture and Fittings..
Discount on Accounts
Receivable
Net profit 2,970 00

$5,870 00

75 00
640 00
675 00
935 00
40 00

75 00

180 00

$5,870 00

BALANCE SHEET.

Liabilities.

Sundry creditors on



CHAPTER V.

SHAREHOLDERS AND PARTNERS' ACCOUNTS.

Question 1. How many kinds of partners may there be, and

define each ?

A. There are in reality only two kinds or classes of partners, viz.,

General Partners and Special Partners.

General Partners, sometimes known as active, silent or nominal

partners, are responsible for all the debts of the Company, and

directly or indirectly manage the business.

Special Partners, sometimes, known as Limited Partners, are not

liable for the debts of the partnership beyond the amount by them

contributed to the Capital. It is imperative that they take no part

in the management, and their names must not be used in the name

of the firm, and the partnership must, be registered, as, if these

points arc infringed it would render them General Partners.

Such a limited partnership in Ontario does not legally

until it has been duly registered, whereas a general partnership may
be registered any time within six months after its formation.

An Active Partner. is a general partner who takes an active part

in the management, and is known as such hy the public.

A Silent or Dormant Partner is. a general partner who is not

known to the public, though he may take part in the iii;ina;jciiirnt.

(56)
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A Nominal Partner, is a
, general partner whose name appears

in the business, but takes no part in the management.

Question 2. What mutual obligations are implied in a simple

partnership contract ?

A. A partnership contract implies that each partner, in addition

to acting in conformity with the terms thereof,

(a) Will do his utmost to advance the interests of the firm, and

do nothing prejudicial thereto, such as making private- profits un-

less authorized by articles.

(b) Will share profits and losses equally if nothing to the con-

trary has been agreed upon.

(c) Will be bound by the action of each of the other partners

in so far as these are not contrary to the scope or nature of the

business.

(d) Is liable to creditors for the whole of the debts of the firm,

unless he is a limited partner.

(e) Will afford the fullest information as to any and all transac-

tions entered into.

(f) Recognizes the rights of his partner to take part in the

management, unless otherwise agreed.

Question 3 How would you deal with the, Ledger Accounts of

partners (a) in the allotment of profits, (b) assessment of losses,

(c) where one partner's personal drawings exceed amounts specified

by partnership agreement, and remaining partner's drawings are

less than the amount to which he is so entitled ?

A. (a) Credit each partner's capital account with his proportion
thereof as specified in the Partnership Articles.

(b) Similarly debit each partner's capital account in the proper

proportions.

(c) Charge the drawings of each partner to his Capital Account.

If the Partnership Articles make no provision for interest on part-
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ner's drawings no further steps can be taken unless the partners

mutually agree to some such charge being made.

Where one partner persistently draws more than he
, should,

there is practically only one remedy, and that is to dissolve the

partnership.

Question 4.
" A "

agrees to give his services in a certain busi-

ness, receiving in lieu of wages a share in the net profits. Is he, or

is he not a partner? What is the principle governing the case?

A. He is not a partner.

The principle governing the case is that such employee receives

a share in the net profits as a salary, or addition thereto, merely as

a bonus to encourage him to put forth his best efforts, but he ac-

quires thereby no share in the business and has no voice in the

management, except as an agent. In cases like this a contract

clearly drawn should always be prepared. Further, an employee's

services could always be dispensed with by proper notice, ,

not so

if he became a partner through this arrangement.

Question ,5. What is necessary to be done by a retiring partner

to free himself from further liability for partnership debts ?

A. He should send notice (or see that it is done) to every cus-

tomer or creditor, notifying his withdrawal from the partnership.

Further, the change in partnership should be properly advertised.

The retiring partner would then not be liable for any future

liability for partnership debts.

if this is a trading, manufacturing or mining partnership, such

change must be registered to release the retiring partner.

In the case, however, of a silent or dormant partner, who has not

been known to the public, the advertising would not be necessary,

nor is notice at all required.
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Question 6. What forms of books do you consider necessary

for the purpose of correctly exhibiting the position of shareholders

in an incorporated Joint Stock Company? Give rulings.

A. MEMORANDUM OF AGREEMENT AND STOCK BOOK.

WE, the undersigned, do hereby severally covenant and agree each with

the other to become incorporated as a company under the provisions of
' ' The Ontario Companies Act ' ' under the name of

Company of ( Limited), with a capital of

dollars, divided into , shares of dollars each.

AND WE DO hereby severally, and not one for the other, subscribe for

and agree to take the several amounts of the capital stock of the said com-

pany set opposite our respective names as hereunder and hereafter written,

and to become shareholders in such company to the said amounts.

In witness whereof we have signed.

Name of Sub-
scriber.
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Call Register. This is a form of book that may be ruled simi-

larly to the Stock Book, entering the various calls made with head-

ing CALL No. 1, CALL No. 2, etc., with the list of shareholders

underneath, showing number of shares and amount of call due.

FORM OF STOCK LEDGER,

( When Shares are Fully Paid-up. )

NAME OF SHAREHOLDER.
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The forms for Stock Ledger accounts as here shown are in ac-

cordance with the requirements of the Ontario Companies Act.

When stock is issued fully paid up, or subscribed for with that in-

tention, the entries in the general books would be

Subscribers (giving names and details), Dr.

To Capital Stock.

and when the subscribers pay they are credited in the ordinary way

through the Cash Book. Similarly when paid by calls the following

entry is made for each call .

Shareholders (individually), L)r.

To Capital Stock,
For second call of $5 per share.

At once posting up the transactions in the Shareholder's Ac-

count in Stock Ledger. The total balances in Stock Ledger will

thus always agree with "
Capital Account." To ascertain what is

owing by shareholders refer to the Private Ledger, or the part of

the General Ledger set aside for their accounts. As the calls on

shares are paid, note in remarks column as shown in illustration

above.

Question 7. How is Preferred Stock created, and what are the

advantages derivable by shareholders of the same ?

A. Preferred stock is created by by-law. Full answer as to the

method of doing this will be found on referring to index.

The advantages derivable by shareholders are, that their divi-

dends, which are at a fixed rate or as agreed upon, are a first charge

upon the profits, and that they can appoint a director or directors to

represent them on the board.

Question 8. State under what circumstances shares may be

sold at a discount, or allotted in consideration of the transfer of

property, or of a patent right, or of good will ?
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A.-j-Shares in a Mining Company may be sold at a discount as au-

thorized by by-law, under the Ontario Mining Companies Incor-

poration Act, also if so provided for by the by-laws of a company
under the Companies Act (Dominion); the great distinction being

that in the former case there is no liability on shareholders on the

shares as regards the discount so allowed, whereas in the latter

case if the company did allow a discount the creditors, if the com-

pany were forced into liquidation, could demand that the share-

holders pay up the shares, which they had subscribed for, in full.

Shares may be allotted in consideration of the transfer of pro-

perty, or of a patent right, or of good-will on the formation of the

company; or under circumstances where the transactions are legiti-

mate, and in the direct interests of the company it could be arrang-

ed that cash be paid for the property acquired, and this cash repaid

to the company in purchase of its stock.

Question 9. What is the voting power of a Shareholder at any

meeting of shareholders, (a) if. holding partly paid shares, (b) 'if in

arrears for calls, (c) if he has hypothecated his shares ?

A. (a) He has a vote for every share, either in person or by

proxy.

(b) He cannot vote.

(c) Hypothecating his shares does not affect his right to vote.

Question 10. Under what circumstances may shares be for-

feited ? What is the notice and procedure in such cases ? What
is the rule respecting the disposal of forfeited stock ?

A. If the calls made thereon are not paid within the time pro-
vided by the Act under which the company is incorporated, or by
its by-laws, the shares may be forfeited.
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The call having been made in accordance with the by-laws of

the company, and not paid within the prescribed time, the direc-

tors, in their discretion, by resolution to that effect, reciting the

facts and duly recorded in their minutes, may summarily forfeit

any shares whereon such payment is not made.

The shares so forfeited become the property of the company
and may be disposed of as by by-law or otherwise the company
may ordain.



CHAPTER VI.

SHAREHOLDERS AND PARTNERS' ACCOUNTS.

Question 1. A. has proposed to join B. in partnership and to

put $2,000 into the business, which has been established by B.

They agree that B. is to have f and A. of the profits, and that

the capital invested by each is to bear the same proportion.

B. owns the right to a valuable patent, and his other assets, as

taken from his books are: Cash, $400; Sundry Debtors, $1,600;

Merchandise, $1,000. A. has further agreed to the valuation of

these other assets, subject to a discount of 15% on the sundry

debtors, and asks B. to submit him a Balance Sheet showing the

position of the partners, assuming that he has joined him.

B. has asked you as an accountant to prepare this Balance

Sheet, and advises you that he does not propose to invest any more

cash.

Prepare the Balance Sheet and give any reasons or explanations

you may think necessary.

A. BALANCE SHEET,

As PREPARED BY THE ACCOUNTANT.

Liabilities.

"B" Capital Acct
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B.'s capital is placed at $4,000 in accordance with the agree-

ment, as A.'s is fixed at $2,000. In the memo given no mention is

made of the value of the patent right, and as it is clearly intended

to be included in the total assets, its value has been determined by

fixing it at the amount which would make the assets agree with

the total capital.

No mention is made of any trade liabilities, so presumably
there are none. If on enquiry the accountant found that the

patent right was worth more than $1,240, it being described as

valuable, he could enter it at its real value, and credit, say,
" Re-

serve Fund" with the difference.

Question 2. A. made B. an advance of $2,000 to enable him

to start in business, and took from him a promissory note on de-

mand as security.

Six months afterwards A. wrote to one of B.'s creditors telling

him that he was in partnership with B.

The following year B. failed; his assets realized $6,000 and he

owed sundry creditors $8,000. A. also put in his claim as a credi-

tor for $2,000 on the promissory note referred to above. B.'s

private estate is worth nothing. Adjust the accounts of A. and B.

Liabilities.

Sundry Creditors .
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As between A. and B. they are not partners, so B. would now

owe A. $4,000. It has been assumed from the question that A.

and B. are not partners, but that A. wrote to B.'s creditors with

the object of improving his (B/s) credit.

Question 3. A. and B. are partners with $3,000 and $1,000

respectively invested in their business. They share profits equally,

but by the articles of partnership A. is entitled to 5% per annum

interest on his capital. Through an oversight the interest was

not credited A.'s Capital Account for the year ending the 31st

March, 1897. At the present date the error is discovered, and it

is desired to rectify matters by simply adjusting the partner's ac-

counts. Their present balances are A., Cr. $3,450, and B., Cr.

$1,150. Adjust the accounts, allowing A. the amount to which he

is entitled.

A. A., CAPITAL ACCOUNT.

To Balance
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Question 4. A Joinc Stock Company consists of five share-

holders. One of the shareholders is an employee and is dismissed.

He threatens an action for wrongful dismissal, but finally the

matter is settled by another shareholder giving him a certain sum
of money for his shares, which are duly transferred to said share-

holder. In consequence of this arrangement, what is necessary to

be done, and why ?

A. It is now necessary to introduce a new shareholder to restore

the number to five, because the Act states that a company cannot

exist without five shareholders, and, moreover, the shareholders

who, knowing this, (

continue the company after six months from

date of such reduction, would be personally liable to the creditors

of the company as if they were simply members of a partnership.
Another shareholder can very readily be obtained by one of

the shareholders transferring one or more of his shares to some

friend.

Question 5. A. and B. are partners sharing profits as follows:

A. f, B. J. They have failed, and the following is their position
as taken from their books:

LIABILITIES.

Bills Payable $1,000 00

Trade Creditors 5,000 00

A., Loan Account 1,500 00

A., Capital Account 2,00000
B., Capital Account 1,50000

$11,000 00

Assets $11,000 00

Their assets have realized the sum of $6,000. Adjust the part-
ners' accounts.
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A.

Dr. REALIZATION ACCOUNT. Cr.

To Assets . $11,000 00

$11,000 00

By Cash
" A.'s %loss"

B.'s loss

$6,000 00

3,333 33

1,666 67

$11,000 00

A., CAPITAL ACCOUNT.

To % loss
" Balance

$3,333 33
166 67

$3,500 00

By Balance
" Loan Acct. transferred

By Balance

$2,000 00

1,500 00

$3,500 00

$166 67

B., CAPITAL ACCOUNT.

To l/3 loss $1,666 67

$1,666 67

By Balance
" Balance

$1,500 00
166 67

$1,666 67

To Balance $163 67

B. owes A. $166.67.

Question 6. From the following Trial Balance Sheet of A.

and B. raise their Capital Accounts, showing profit or loss.

A., Capital Account $10,000 00

B., Capital Account 15,000 00

Cash $1,100 00

Bills Receivable 4,000 00

Bills Payable 3,000 00

Trade Debtors 6,000 00

Trade Creditors 5,000 00

Merchandise 9,000 00

Wages Account 2,000 00

A., Private Account.. 1,000 00

B., Private Account 1,500 00

General Expenses 600 00

Rent 600 00

Interest 300 00

Machinery and Plant 6,900 00
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Merchandise on hand, $15,000; interest accrued on Bills Receiv-

able, $200; allow 10% on trade debtors; allow 5% on partner's

capital. A. and B. share profits equally and draw salaries as fol-

lows: A., $1,200, and B., $1,400 per annum, 12 mos. salary due

them.

TRADING ACCOUNT.

To Balance, mclse
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B., CAPITAL ACCOUNT.

To Drawings
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A. BALANCE SHEET, JONES & SMITH.

Liabilities. Assets.

Sundry Creditors $1,200 00 Sundry Debtors $2,000 00

Jones, Capital Acct.. $2,000 00 Cash 70000
Smith,

" "
..1,50000 Sundry Assets 2,00000

3,500 00

$4,700 00 $4,700 00

BALANCE SHEET, BROWN, ROBINSON & WHITE.

Liabilities. Assets.

Brown, Capital Account. . $2,16667 Sundry Debtors $3,00000
Robinson," .. 2,16667 Cash 50000
White, . . 2,166 66 Sundry Assets 3,000 00

$6,500 00 $6,500 00

In the case of Jones and Smith, their capital will be reduced

as follows:

10 % on Sundry Debtors $200 00

20%
" Assets 40000

$600 00

Jones is charged with 600 x 20 __ ^^ 86
35

Smith " " 600 x 15 _ 2&7 14
35

Leaving Jones' capital at $2,000 00

Deduct 342 86

$1,657 14

Leaving Smith's capital at $1,500 00

Deduct .
257 14

81,242 si;
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In the case of Brown, Robinson and White their capital will

be reduced:

10 % Sundry Debtors $300 00

20%
" Assets 60000

Each will bear > of reduction $900 00

Then Brown's capital will equal $1,866%
Robinson's " " "

1,866%
White's ' " "

1,866%

BALANCE SHEET OF NEW COMPANY.

Liabilities.

Sundry Creditors . .

Capital Account in $1
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$20,000 paid up, and Kobinson has shares therein to the value of

$5,000. Eobinson is willing to buy one of the branches and the

Directors, being dissatisfied with the working of it, are willing to

sell on Robinson's terms, viz., that Eobinson hands over his shares

to the Company, and takes the branch as a going concern. Can

this be arranged? If so, show the steps that should be taken, and

give the entries you would pass in the books of the Company.

A. This can be arranged by Robinson surrendering his shares to

the Company for $5,000, and taking over the branch at that figure.

The entries in the books would be:

Capital Stock, Dr 5,000 00

To Real Estate $5,000 00

(Or the branch as the case might be.
)

for sale of branch to Robinson as per minute, etc.

MEMO. Entries would also have to be passed to close the

Branch Accounts these would be very simple and would be trans-

ferred to Profit and Loss Account.

Before, however, this could be legally done, a general meeting

of the Company would have to be called to consider and pass a by-

law covering the proposal as mentioned above. This by-law would

require to be passed by a vote of not less than f in value of the

Shareholders at the general meeting called, and the by-law would

have to be afterwards confirmed by supplementary letters patent,

which can be petitioned for within six months after being passed

as above, from the Lieutenant-Governor, through the Provincial

Secretary.

With the petition the Company must submit proof of the bona

fides of such decrease in capital If this is approved in due course

it will be gazetted and the capital can be lawfully decreased, and the

sale to Robinson completed.

Question 9. Joint Stock Companies in Ontario are compelled

by statute to keep certain books. Enumerate them, and give form
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of Stock or Share Ledger, and your reasons for recommending
same.

A. " A copy of the letters patent incorporating the company and

of any supplementary letters patent issued to the company; and if

incorporated by special Act, the chapter and year of such Act;

The names, alphabetically arranged, of all persons who are or

have been Shareholders in the company;

The post-office address and calling of every such person while

such shareholder;

The number of shares of stock held by each shareholder;

The amounts paid in, and remaining unpaid, respectively, on

the stock of each shareholder;

The date and other particulars of all transfers of stock in their

order; and

The names, post office addresses and callings of all persons who
are or have been directors of the company; with the several dates

at which each person became or ceased to be such director."

"
Proper books of account, containing full and true statements

Of the company's financial and trading transactions;

Of the stock-in-trade of the company;

Of the sums of money received and expended by the company,
and the matters in respect of which such receipt or expenditure
takes place, and,

Of the Credits and Liabilities of the Company; and also a book
or books containing minutes of all the proceedings and votes of

the company, or of the board of directors, respectively, and the

by-laws of the company duly authenticated, and such minutes shall

be verified by the signature of the president, or other presiding
officer of the company/'

For Form of Stock or Share Ledger see pages 60 and 61.
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Question 10. George Welch and John Pole have dissolved

partnership, and the following is the Balance Sheet approved by
the partners at the date of dissolution.

Liabilities.

Creditors on Open Acct . .

Due Bank
Capital Account :

At W.G.Welch's
Credit $3,525 00

Less same at J.

Pole's Debit. 250 00

375 00
600 00

3,275 00

$4,250 00

Assets.

Cash in hand
Debtors' Accts, $5,275.00,
valued at

Stock
Office Furniture . .

$ 300 00

2,800 00
750 00
400 00

$4,250 00

You, as book-keeper for the firm close up the business and

realize from all the assets $5,200. You pay the $975 liabilities,

and your salary and expenses of $350. Draw up the partners'

accounts for final submission.

A.

Dr. REALIZATION ACCOUNT. Cr.

To Assets . .
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Dr. J. POLE'S CAPITAL ACCOUNT. Cr.

To Balance



CHAPTER VII.

PARTNERSHIP AND EXECUTORSHIP ACCOUNTS.

Question 1. A. and B. have been in partnership for 10 years.

The term is for 14 years and the articles provide for interest on

Capital at 7%. A.'s share of the profit is f. B/s . The ac-

counts of the partnership have not been kept in a very systematic

manner. In the books of the firm the Capital has remained from

year to year undivided, but each partner has kept a private book

wherein he has entered his share of the Capital, also his share of

the yearly profits and his drawings. During the whole of

the ten years the partners have never taken the question of in-

terest on capital into account. You are called in to adjust the

partnership accounts. State what course you would take in con-

nection with this matter and give your reasons for so doing.

A. From the question the assumption is that the amount of Cap-
ital originally invested by A. and B. was placed to the credit of a

general Capital Account in the firm's Ledger, and that the profits

were yearly added thereto, and the drawings of both partners de-

ducted, thus giving a different Capital at the commencement of

each year.

We are told that each partner kept track in a private book, of

his share of the Capital, his yearly profits and his drawings, but

neglected to take into consideration interest on capital.

The Articles provide for interest on Capital at 7%, and in the

absence of any further information on this subject, each partner

would be entitled to ten years simple interest on his Capital only,

and no allowance could be made on withdrawals unless this were

specially provided for.

(78)
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Then open a Capital Account for each partner, credit him with

his original Capital and the interest as described above. Charge
A. with f and B. with J of the total interest so credited. Then

charge each account with the drawings and credit with profits as

taken from their private books, which appear to have their endorse-

ment as correct. If, however, there was any doubt as to the cor-

rectness of the division of the profits in the proper proportions,

this would have to be adjusted year by year. The sums of the

partners' Capital balances thus obtained should agree with the

Capital Account referred to in the question, as the assumption is

that only the partners' accounts have not been kept systematically,

and, moreover, the instructions are confined to adjusting these

accounts.

Question 2. A., B. and C. are partners with capital as follows:

A., $10,000; B., $20,000; C., $15,000. They share profits in the

proportion of A., f; B., f; C., J. They wish to form a Joint Stock

Company and they have two creditors for money loaned to them

amounting to $10,000, who are willing to take stock to the extent

of their loans. It is agreed that this stock shall bear a fixed divi-

dend of 7%. The partners have each been drawing a salary of

$2,000 a year and interest on their respective capital at 6%. In

forming the Company they wish to continue the old arrangements
as between themselves so far as the distribution of profits, salary

and interest is concerned. What arrangement would you suggest
so as to carry out their ideas and at the same time protect each of

the partners individually.

A. In answering this question we first prepare

BALANCE SHEET OF THE PARTNERSHIP.

Creditors

Capital :

A 10,000 00
B 20,000 00
C 15,UOO 00

$10,000 00

45,000 00

$55,000 00

Assets $55,000 00

$55,000 00
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In forming the Joint Stock Company the creditors would re-

ceive Preference Stock for $10,000, bearing a fixed dividend at

7%.

The partners wish further to receive equal salary and dividends

as formerly, as far as possible. The simplest way to arrive at this

would be for them to arrange with the Company to appoint them
at their former salaries. Now, they have received 6% on their

capital, or respectively,

A $ 600 CO per annum.
B 1,200 00 "

C 900 00 "

and should therefore receive Preference Stock to rank after the

stock issued to the creditors. Let this stock be issued bearing
fixed dividend at 10% to avoid unduly inflating the capital.

A. would receive stock representing $ 6,003 00

B.
" " " "

12,000 00

C.
" " " "

... 9,00000

827,000 00

Now, in the past profits have been divided as follows:

A. received, ft.

B.
"

ft.

C.
"

%.

and as there still remains $18,000 capital still unallotted it would

be divided as follows, ensuring that the net profits after paying the

Preference Stock were divided as formerly:

A. would receive $18,000 x ft = $6,750 00

B.
" " x ft = 6,750 00

C.
" " " x % = 4,500 00

$18,000 00
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Balance Sheet of the new Joint Stock Company would then

stand as follows:

Liabilities.

Capital Stock :

Preference Stock, first

claim, say 100 shares,

bearing fixed interest

at 7 %
Preference Stock, second

claim, say 270 shares,

bearing fixed interest

at 10 %
Ordinary Stock

$10,000 00

27,000 00

18,000 00

$55.000 00

As per
sheet

Assets.

former balance

$55,000 00

$55,000 00

MEMO :

1st Preference Stock.

100 shares to creditors.

2nd Preference Stock.

60 shares to A.

120 " "
B.

90 " "
C.

Ordinary Stock.

shares to A.
" "

B.

45 " "
C.

Total, 550

Question 3. Explain the different method of treating the

surplus of profit or loss in the books of a Joint Stock Company
and those of a partnership.

A. The surplus of profit and loss in the books of a Joint Stock

Company, if any remains after payment of a dividend, should be

either carried to a Reserve Fund or left as a balance at Profit and
Loss Account; whereas in the books of a partnership such surplus
is merged into the Capital Accounts as a general practice.

The principle involved is that the Capital of a Joint Stock

Company cannot be altered except as provided for in the statutes;
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whereas, in a Partnership the Capital is increased by such surplus
or decreased in case of losses.

In a Joint Stock Company's books the balance at credit of

Profit and Loss Account is always available for dividends; if it. is

a debit balance caused by losses, such balance should be paid off

before any future profits are divided, said losses could meanwhile

be transferred to, say a
"
Deficiency Account," or could be wiped

off by transferring to the debit of Reserve Account, if such reserve

vhad been provided.

Question 4. A. dies, bequeathing to B. life interest in all his

estate (with remainder to G. and H.) with the exception of certain

pecuniary legacies and some freehold property which he bequeaths

absolutely to C. At the time of A/s death there is three month's

rent due from this property, amounting to $300. A. had also paid

a full year's insurance premium in respect of it, amounting to $200,

of which nine months is still unexpired. At the time of A.'s death

there was cash in the house $35.45. In the bank on current ac-

count, $476.55; ditto on deposit, $10,000, with three months in-

terest at 4%. There was also due to the testator, on mortgages:
John Jones, $6,000, with 1J months' interest at 6%; Sam Smith,

$4,000, on which 3 months' interest at 6% was paid in advance;

Tom Brown, due on note of hand, $700, with 7 months' interest at

7%, from which the executors only realized in all $525. Life

insurance and bonuses amounted to $5,685. Testator's horses and

carriages realized $475.

The executor's payments were : Funeral expenses, $125; tes-

tator's debts, $560; testamentary expenses,$200; executorship ex-

penses, $300; pecuniary legacies, $500; legacies to executors, $1,-

000. Testator also died possessed of $10,000 bank stock of the

market value of $14,750, upon which a six months' dividend at 1%
per annum was paid three months after the death. B., the life

tenant died three years after the testator, and during her life the

executors paid over to her regularly the income from the estate with

the exception that at her death there was still due her $275. B.

filso during her life had the use of the testator's residence and
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furniture, which at her death were sold and realized $6,000 and

$2,000 respectively. The bank stock was sold for $14,100.

Prepare abstract statement of the executor's accounts showing

the amount divisible between the residuary legatees, G. and H.

A. VALUE OF CORPUS OF ESTATE AT TIME OF DEATH.

Assets :

Freehold property bequeathed to C.

Rent on above 3 months $ 300 00

Insurance premium unexpired, value of 9 months.. . . 150 00

Cash in the house 35 45

Cash in the Bank 476 55

Cash on deposit $10,000 00

3 months' interest 100 00

10,100 00

Due on Mortgages :

John Jones $6,000 00

1 month's interest at 6 per cent 45 00

6,045 00

Sam. Smith $4,000 00

Less 3 months' interest paid in advance 60 00

3,940 00

Thos. Brown, note of hand $700 and interest realized 525 00

Life Insurance and Bonus 5,685 00

Horses and Carriages 475 00

Bank Stock, valued at 14,750 00

Residence and Furniture, estimated at 8,000 00

Value of Corpus $50,482 00

Deduct $650, reduction value of Bank Stock

when realized $ 650 00

Deduct payments made by Executors 2,685 00

3,335 00

Forward 47,147 00

Deduct due to B.'s heirs . 275 00

Amount divisible between G. and H., the residuary

legatees ..$46,87200
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Executors Payments,

Funeral expenses $ 125 00

Debts 560 00

Testamentary expenses 200 00

Executorship
" 30000

Pecuniary legacies 500 00

Legacies to Executors . 1,000 00

$2,685 00

Question 5. A. bequeaths to B. life interest in his estate with

remainder over to C. Among his assets were $5,000 4% City De-

bentures, interest payable half yearly, on the 30th June and 31st

December. The testator died on the 4th April. The life tenant

died on the following 15th November. On the 20th December

the executors sold the Debentures at 104, the market price of the

day. Show, by raising accounts with this investment, the amount

coming in respect thereof to the deferred legatee C.

A. The account showing the investment of the City Debentures

could be kept as follows:

Dr. INVESTMENT ACCOUNT. Cr.

Apr. 4

June 30
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Question 6. A testator, whose estate eventually realized much

less than he anticipated it would, made various bequests as follows:

To A., his household furniture and effects, valued at $2,500; to

B., his horses and carriages valued at $500; to C., the amount he

had on deposit with his bankers, which was $2,000; to E., $1,000;

to F., 50 bank shares, valued at the date of the death at $2,000; to

G-., H. and J., $3,000 each ; to various charitable institutions

pecuniary legacies amounting to $5,000, and finally, to E., S. and

T., ^ each of the residue of his estate.

The estate did not realize sufficient by $5,000 to pay all the

above legacies. Show how much each legatee would receive.

A. Bequeathed to A. his household furniture and effects.

" "
B.

" horses and carriages.
"

C.
" balance in Bank.

11 " F. "50 Bank shares.

The value of these bequests need not be considered, as they

would not be realized, and A., B., C. and F. would duly receive

their legacies.

Bequeathed to E $1,000 00
" G 3,000 00
" H 3,00000
"1 3,000 00

Charitable Institutions . 5,000 00

$15,000 00

Bequeathed to E., S. and T. one-third each of the residue of

his estate.

The value of the cash realized by the statement above is $10,-

000, which would be divided as follows, being proportionately

divided, viz.:

To E., l-15th $ 686 66%
"

G., 3-15ths 2,000 00
"

H., 3-15ths 2,00000
"

I., 3-15ths 2,000 00

Charitable Institutions 3,333

$10,000 00

The residuary legatees would receive nothing.



86 MANUAL FOR ACCOUNTANTS, ETC.

Question 7. A. bequeaths to his widow a life interest in his

estate which at her death is to be divided equally between all his

children. Among his assets were the following: Note of John Jones

for $1,000 payable on demand, with interest at 8% unsecured; 100

$50 shares fully paid in the Greenland Colonization Co., Ltd.; 50

$100 shares in the Fleeceum L. & I. Co., Ltd., $4,000 Bank Stock

worth at death 140, and $2,000 4% Government debentures, mar-

ket value at death, 105.

The executors deal with the above assets in the following man-

ner: They allow the note of John Jones to run on for 3 years,

the interest in the meantime being regularly paid. Finally Jones

assigns and the executors receive a dividend of 12c. on the dollar.

The Greenland Colonization Co. had been paying dividends for the

two years previous to the testator's death at the rate of 15% per
annum and the Executors, at the request of the life tenant, re-

tained possession of this stock. Four years after the testator's

death the Company went into liquidation and the shareholders

recovered nothing of their capital. Shortly after the testator's

death the Fleeceum Stock was quoted on the exchange at par, but

after this it gradually fell and in two years the Co. suspended pay-

ment. A call was made for the whole of the unpaid capital

amounting to $2,500. The executors realized on the Bank stock

at 160 and sold the debentures at 97.

Who would be entitled to the profit and who would have to

bear the losses on the above transactions? Give your reasons.

What entries would you make in the executors' accounts to record

these various transactions?

A. In answering this question it is assumed that the accountant

called in has taken over the Executor's books, which have been

written up specially to record the transactions as here given, show-

ing the accounts as affected thereby.
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Dr. INVESTMENT ACCOUNT. Cr.

John Jones, note payable
on demand, with interest

at 8 / unsecured .
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Dr. CASH ACCOUNT. Cr.

To Cash, J. Jones
" Bank Stock sold at
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entitled to set off any lawful disbursements made by them in the

management of the estate, in accounting for the Cash Balance on

hand, and further, if they could prove that they had tried to realize

the objectionable investments and failed, it would relieve their

responsibility.

The Estate will now stand as follows:

To credit of Capital Account $16,840 00

Cash on hand $ 5,960 00

Owing by Executors 10,880 00
$16,840 60

subject as aforesaid to value of the Greenland Colonization Co.

Stock and Disbursements belonging to the Estate.

A further liability would also require to be adjusted, viz., the

liability of the Executors to make good, in addition to the Capital,

the loss in income apparently sustained by the widow, or owing
to the Estate, through their mismanagement.

Question 8. A., B. & C. are in partnership under the usual

form of Articles and contemplate forming a private Joint Stock

Company to carry on the business. Explain how this change will

affect the position of the partners (a) as between themselves, (b) as

to outsiders.

Will this change necessarily improve the position of each of

the partners personally as distinct from the firm?

A. In answering this question the point arises what is meant by
the term " A Private Joint Stock Company." In Canada such

description of a company is not generally known, and most cer-

tainly would have no status except as -a partnership, or as a

*Toint Stock Company duly incorporated. However, in England,
the term "

private Joint Stock Company
"

is commonly used to

describe Joint Stock Companies when the Shareholders are very-

few in number, and such companies are often further described as
"
one man "

companies, meaning thereby that one shareholder

holds nearly all the stock and the other shareholders merely hold
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shares, so thai the Act, which requires a certain number of share-

holders to be in the company, is complied with. In England also,

Joint Stock Companies are formed and the by-laws may provide

that no shares can be sold to the public by one shareholder without-

first allowing the other shareholders to purchase them at a given

price. It is also argued that a company formed without appealing

to the public to subscribe for shares may be considered a private

Joint Stock Company, but the law only recognizes such companies
as duly incorporated under their respective Acts. With this ex-

planation then this question may be answered as follows:

(1) Assuming that A., B. and C. contemplate forming new-

Articles of Partnership based on what may be termed Joint Stock

Company principles and thus allowing the partners to sell their in-

terest, when disposed, such interest being represented as so many
shares. It might be agreed that as between themselves they could

withdraw from the partnership, without the other partners having-

the power to dissolve the partnership, as is the law under ordinary

partnership agreements; but this would not remove the liability

of the partner selling out, as regards existing creditors. As to

outsiders, the partners
7

liability would in no way be altered, and

they would continue jointly and severally liable for all debts. Even

if such an agreement be made binding at law, it is very doubtful

what advantages would arise; certainly the capital could not be

withdrawn from the business, but the change in the
"
personel

""

of the firm might be very injurious to the conduct of the business,

as presumably the incoming members would be entitled to a voice

in the management of the business.

(2) Answering the question, probably as it is intended and

assuming that the formation of a Joint Stock Company to be duly

incorporated is proposed with the introduction of new shareholders,

as without five shareholders this cannot be done, and possibly ob-

taining new capital, the points under headings (a) and (b) would be:

(a) As between the partners. They would have their powers
limited in accordance with the by-laws and the number of shares

held, also as to the appointments they held in the new company.
A. might be appointed Manager, B. one of the Directors, and C.
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remain merely a Shareholder. Then A. and B. would practically

manage the business and the latter would only have a voice in

General Meetings. Further, the withdrawal of one partner by

selling out or assigning his interest or shares to a stranger would

not affect the continuity of the business, as in a partnership.

(b) As to outsiders. The liability of A., B. and C. would be

limited to the amount of the shares held by them in the new com-

pany. They would have the status of limited partners with this

important exception, that they could manage and take part in the

conduct of the business.

The change will necessarily improve the position of each of the

partners, as their unlimited liability is removed, but whether it will

improve the position of the firm itself, as the risk may be that it

will not be so well managed in the future, is another matter. Cer-

tainly, if the profits in consequence fall off, it might equally be

*argued that the position of the partners was injured.

In cases like this the status and business of the firm must be

considered. Some businesses grow too large with an increasing

liability, and require too much fresh capital to be advantageously
handled by partners, and in such eases when the necessary capital

is found by the public the advantages of incorporation are obvious.

In small companies it is a very debatable point.

Question 9. A., B. and C. have been in partnership for 10

years dividing profits equally. At the end of the term the part-

nership is continued on but under a new arrangement as to division

of profits, A. getting f , B. f , and C. J. After continuing thus for

another year C. dies, and you are called in to wind up the business

and adjust the partnership accounts. The business is sold out as a

going concern to a Company formed for the purpose, realizing

$10,000 more than the assets stood at in the books of the firm.

This represents the value of the good-will and certain patent rights

not taken credit for in the books.

How should you divide up this $10,000? Give reasons.

A. From the question it would appear that these assets belonged
to the firm, when the new arrangement for profits was made, and
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unless the Partnership agreement provides otherwise, the $10,000
should be equally divided between A., B. and C.'s estate.

In a partnership where no provision is made for division of

profits, such profits are divided equally,, and similarly where IK.

mention is made of the respective amount of each partner's capital

it is divided equally.

The latter provision as regards profits made would only affect

the division of profits for the last year, and would not affect the

distribution of the $10;000 unless perhaps it could be shown that

their value had changed in that period, and this point would be

ascertained when making the division.

Question 10. What are the rules as to the distribution of In-

testate estates both in the case of real and personal property?

4

A.- INTESTATE ESTATES.

TABLE OF DISTRIBUTION IN ONTARIO,
Since July 1st, 1886.

PERSONAL ESTATE.

IF THE INTESTATE DIE His PERSONAL REPRESENTATIVES TAKE
LEAVING : AS FOLLOWS :

( One-third to wife, rest to child or children ; if children
I dead, then to their representatives (that is their lineal

wif*> nnH r>ViilH - ohilrfr^n <J descendants), except such child or children (not heirs
^n ' ' ^ at-law) who had estate by settlement of intestate or

were advanced by him in his life-time, equal to the
other shares,

fHalf to wife, rest to next of kin, in equal degree to in-

Wife only
-j

testate, or their legal representatives, or if no next of
V Wn, to the Crown.

No wife or child \ ^\ * *^e next f kin and t their legal representa-

Child, children, or their rep- ) A11 , , . ,

rasentatives. \

A11 to him ' her or them -

Children by two wives Equally to all.

If no child, children or repre-
sentatives

Child or grandchild by de-
ceased child

All to next of kin in equal degree to intestate.

Half to child, half to grandchild, who takes by repre-
sentation.

Husband only ................. .Half to him and half as if he had predeceased intestate.

H
dre

nd and Child F Chtl"

!

Third to husband and two-thirds to children.

Father and mother '.'..... ...... Equally to both.
F
sister

mother ' brother or
Equally to all. (See R. S. O. c. 108, us. 5, 6).

Mhandbrotheror rister.
^oleto-ftemeqy.^ ^^ ^

Wife, mother, brother, sister,! neDhews and nieces, but nephews and nieces take per
and nephews or nieces ...... 1

stirpes.
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Wife and father Half to wife, half to father,
Wife, mother, nephews and ( Two-fourths to wife, one-fourth to mother, and one-
nieces ( fourth to nephews and neices.

Wife, brother or sister and < Half to wife.
mother } Half to brothers, sisters and mother equally.

Mother only The whole (it being then out of the statute).
Wife and mother Half to wife and half to mother.
Brother or sister of whole )

blood, and brother and sis- ? Equally to both.
ter of half blood j

Posthumous brother or sister, ) & n , , .,

and mother |

E<lually to both.

Posthumous brother or sis- 1

ter, and brother or sister / Equally to both.
born in lifetime of father. . . )

Equally to both.

Uncle's or aunt's children, )

and brother's or sister's > Equally to all.

grandchildren )

Grandmother, uncle or aunt. . . All to grandmother.
Two aunts, nephew and niece. .Equally to all.

U
chi?d

and deceased uncle '

s All to uncle.

Uncle by mother's side, and )

deceased uncle's or aunt's }
All to uncle.

child )

Nephew by brother, and )

Equally per capita.

B
ne hews Sr meces

**' "^
j

Equally (but the nephews or nieces take per stirpes).

Nephew by deceased brother, )

and nephews and nieces by > Equally per capita.
deceased sister )

Brother and grandfather . . . . All to brother.

Brother and two aunts All to brother.
Brother and wife Half to brother and half to wife.
Mother and brother . . Equally.

and chil- )
-g-ajf f.o wife, one-fourth to mother, one-fourth per

gigter
v stirpes to deceased brother's or sister's children.

Wife, brother or sister, and"^ Half to wife, one-fourth to brother or sister per capita,
children of deceased bro- > one-fourth to deceased brother or sister's child per
ther or sister I stirpes.

Brother or sister, and chiM H K t,o brotner Or sister per capita, half to children of

Ss?ster
a brother

|
deceased brother or sister per stirpes

Grandfather and brother All to brother.

REAL ESTATE.

Real and personal estate of all persons dying on or after the first day of July, 1886,
devolves upon the legal personal representatives, whether the deceased died testate or
intestate. In case of intestacy to be distributed in the same way as personal estate,
subject to the following modifications :

A widow is entitled to elect whether she will take dower, or a distributive share of
her deceased husband's real estate.

A husband entitled to curtesy may, by deed executed within six calendar months
of his wife's death, elect to take curtesy in lieu of a distributive share.

The father, mother, brother and sisters of an intestate dying without issue are to
share equally in real and personal estate, to the exclusion of grandfather and grand-
mother.

The real and personal estate of every man dying after the 1st day of July, 1895,

estate, and leaving a widow but no issue, shall, in all cases where the net value of
such real and personal estate does not exceed $1,000, belong to his widow absolutely and
intestate, and leaving a widow but no
such real and personal estate does not
exclusively. Where the net value of the real and personal estate of any person, who
shall die intestate as above mentioned, shall exceed the sum of $1,000, the widow of such
intestate shall, after payment of debts, be entitled to $1,000 part thereof absolutely and
exclusively. The provision for the widow intended to be made as above shall be, in
addition and without prejudice to her share in the residue of the real and personal
estate of the intestate remaining after payment of the sum of $1,000 as aforesaid, in the
same way as if such residue had been the whole of the intestate's real and personal
estate.



CHAPTER VIII.

PARTNERSHIP AND EXECUTORSHIP ACCOUNTS.

Question 1. What do you understand by
"
Articles of Partner-

ship ?
" Give the essential features of the Articles required, should

you and another agree to practice together as Chartered Accoun-

tants.

A. "
Articles of Partnership/' or Partnership Agreements are

synonymous terms, and simply mean the agreement made by partners

at the time of forming their partnership, and which contains the

terms and conditions under which the partnership will be carried

on.

The essential features of such an agreement should be as fol-

lows:

Name of firm;

Nature of business, and where carried on;

Names of the partners;

Capital contributed (if any);

The duties of the partners;

Period at which partnership commenced, and period at which

to terminate;

How the profits are to be divided, or losses (if any);

Method of valuing retiring partner's share, and his position

relating to good-will.

Question 2. When a partner has assigned his share in a part-

nership, has the assignee any, and if so, what right to require ftC-

(94)
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counts of the partnership transactions either before or after disso-

lution ?

A. The assignee, either before or after dissolution, has the right

to require accounts of the partnership transactions.

A partner may assign his interest in a partnership without the

consent of his co-partner, but he cannot by transfering his share,

force a new partner on him.

If a partner does assign his share, he thereby confers upon the

assignee a right to payment of what, upon taking the accounts of

the partnership, may be due to the assignor. But the assignee

acquires no other right than this; and he takes subject to the rights

of the other partner.

Question 3. Ogilvie of Winnipeg, White of Montreal, Grey
of Liverpool, have a joint adventure in wheat. Their shares of the

adventure are equal. Ogilvie buys wheat for $20,000 and pays

freight, $1,800, Insurance $100, and Storage, $100. White ad-

vances $10,000 to Ogilvie. Ogilvie invoices the wheat to Grey at

$22,000 and draws on him for $15,000. Grey sells the wheat in

Liverpool for $25,000, and sends Ogilvie a remittance for $9,200,

being the balance of the price received for the wheat less Ogilvie's

and White's shares of the expenses paid by him, and commission,

charged by him $800. Later, however, Grey agrees to refund to

the venture Commission charged by him amounting to $600.

What is the total profit, and how should the balance in Ogilvie's
hands be divided among the adventurers?

Draw up the Ledger accounts of the three adventurers, but do
not take either interest or discount into consideration.

A. The wheat cost $20,00000
Freight 1,800 00

Insurance 100 00

Storage 100 00

Commission. 200 00

22,200 00

Sold for 25,000 00

Profit $2.800 00 to be divided equally.
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Ledger accounts as follows:

Dr.

OGILVIE, OF WINNIPEG.

VENTURE WHEAT, Self, White & Grey. Cr.

To Wheat
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Question 4. Munroe and McKay are partners in business.

Munroe, who takes f of the profits has $50,000 at the credit of his

Capital Account, while McKay, who receives of the profits has

to the credit of his Capital Account $40,000. The Assets of the

Partnership consist of:

Factory and Machinery $75,000 00

Stock, as per Inventories 30,000 00

Book Debts 15,500 00

And the Liabilities are:

Sundry Creditors on open account $15,000 00

on Bills Payable 10,00000
Due Imperial Bank of Canada 5,500 00

and there are current Bills Receivable discounted by the firm at

the Imperial Bank of $9,800. Munroe retires from the business,

McKay taking over the Liabilities as above shown and the Assets

at the undernoted amounts after valuation.

Factory and Machinery $70,000 00

Stock as per Inventories 26,000 00

Book Debts 14,000 00

An arrangement is made whereby McKay receives $500 from

Munroe for accepting full liability for the discounted Bills.

Make up statement showing the amount that Munroe should

receive.

Losses on Capital are borne by the partners in the proportion
in which the profits are divided.
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Dr. BALANCE SHEET OF MUNROE & McKAY. Cr.

Liabilities.

Sundry Creditors, on

open account



Dr.
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MCKAY'S CAPITAL ACCOUNT.

99

Cr.

To l

/$ loss
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A. Under the Single Entry System the profit or loss is ascer-

tained by comparing the capital at the date of balancing with the

capital at the preceding date of balancing, the increase or decrease

showing a profit or loss.

Provisions to be made

Depreciation Buildings $ 2,000 00

Machinery 6,40000
Provide for Taxes $ 800 00

"
Wages 2,20000

3,000 00

Charge Interest Capital 3,000 00

The Assets then amount to

Factory $20,000 00

Less 2,000 00

18,000 00

Machinery and Plant 32,000 00

Less 6,400 00

25,600 00

Office Furniture 1,000 00

Stock 35,000 00

Sundry Debtors 84,600 00

Imperial Bank 15,000 00

Cash on hand . 200 00

179,400 00

Liabilities . . .... 85,400 00

94,000 00

Deduct provisions to be made and interest

on Capital 6,000 00

Present Capital 88,000 0;)

Former Capital less drawings 55,000 00

Profit 33,000 00

Grant takes % 22, 000 00

Pember takes X 11,000 00

JMH.WO 00
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BALANCE SHEET (SHOWING- FINAI, ENTRIES).

Liabilities.

Sundry Creditors
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Answering the question generally, the legatee should only have

been paid one year's interest. One payment should be charged to

the estate and the other to the Trustee as paid wrongly.

Question 7. The Executors of John Shewsbury find amongst
other Assets of the Estate investments in several Loan and Trad-

,ing Joint Stock Companies. The Capital in each is only partly

called and paid up. So far, the businesses have been prosperous

and dividends regularly paid.

The children of the deceased being all minors and the mother

being only life-tenant with reversion of the whole of the Estate

on her death to the children should they be of age at her death.

How would you as an Executor deal with these investments, the

deceased giving the Executors full discretionary powers?

A. Where moneys are left by will to be invested at the discretion

of the executor or trustee, the discretion so given cannot be exer-

cised otherwise than according to law7

,
and does not warrant an

investment in personal securities or securities not sanctioned by

the Courts. Spratt v. Wilson, 19 0. E. 28.

The investments should be realized and the proceeds invested

in a safe and proper manner, consistent with the income obtainable,

and as far as possible on the statutory rules as to the nature of such

investments.

Power as to Investment ~by Trustees in Ontario.

Trustees or executors having trust money in their hands which

it is in their duty, or which it is in their discretion, to invest at

interest, shall be at liberty at their discretion, to invest the same

in any stock, debenture or securities of the Government of the

Dominion of Canada, or of this Province; or in securities which

are a first charge on land held in fee simple, provided that such

investments are in other respects reasonable and proper, and such

trustees or executors shall also be at liberty, at their discretion, to

call in any trust funds invested in any other securities than as

aforesaid, and to invest the same in any such stock, debentures

or securities aforesaid, and also- from time to time, at tln-ir
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discretion, to vary any such investments as aforesaid, for others

of the same nature; and any such moneys already invested in any
such stock, debentures or securities as aforesaid, shall be held and

taken to have been lawfully and properly made: R. S. 0. 1897, c.

130, s. 2.

It shall also be lawful for a trustee, unless expressly forbidden

by the instrument (if any) creating the trust, to invest any trust

funds in his hands in terminable debentures or debenture stock

of certain societies and companies mentioned in the said Act, pro-

\dded that such investment is in other respects reasonable and

proper, and that the debentures are registered and are transferable

only on the books of the society or company in his name as the

trustee for the particular trust estate for which they are held in

such debentures or debenture stock as aforesaid: R. S. 0. 1897, c.

130, s.5.

Question 8. A Trust Estate is to be divided at 30th June,
1897. The funds remaining for division amount to $107,500. The
Beneficiaries' shares of the whole Estate are:

A., 2-5; B., 2-5; C., 1-10; D., 1-10. The following payments
have been made on account:

A. $20,000 on 31st December, 1896.

B. $15,000 on 30th September, 1896.

C. Ml.

D. $8,000 on 30th June, 1896.

Calculate interest at 4% and draft in proper form the division

of the remaining funds as on 30th June, 1897.
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A. A. has had advanced $20,000 00

Interest thereon, 6 mos. at 4 % 400 00

-$20,400 00
B. has had advanced 15,000 00

Interest, 9 mos. at 4 % 450 00
- 15,450 00

D. has had advanced 8,000 00

Interest, 12 mos. at 4 % 320 00

8,320 00

Funds remaining for division 107,500 00

Value of Trust Estate $151,670 00

A. receives 2-5ths of estate $80,668 00

Less advanced 20,400 00

$40,238 00

B. receives 2-5ths of estate 60,668 00

Less advanced 15,450 00
-

45,218 00

C. receives l-10th of estate 15,167 00

D. receives l-10th of estate 15,167 00

Less advanced 8,320 00

6,847 00

Amount to be divided $107,500 00

Question 9. In the partnership of White & Moore, Grocers,

White having died, it is found by his Executors that the firm of

which he had been a partner for twenty years had not made up any
Balance Sheet or ascertained the profits made. The deceased had

drawn from the firm at the rate of $1,500 per annum, while hi-

partner had drawn at the rate of $2,000 per annum. The Trustees

having brought an action at law for the purpose of ascertaining the

rights of the parties re the Partnership Assets a reference is made

by the Judge to you as an expert Accountant to enquire into and

report as to the state of the partnership accounts. State the pm-
cedure you would adopt in making .the investigation, and gi\c an

outline of your report.

A. A statement should he prepared showing the value of the a

sets and liabilities, as on the day of White's death. This would give

the value of the present capital.
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Ascertain then the amount of capital originally invested by the

partners. We are informed that the amounts withdrawn by them

amounted to $30,000 and $40,000 respectively. Add this $70,000

to the present capital and compare with the original capital to

ascertain the gross profit for the period.

We are not informed if there are Articles of Partnership, if so,

this may settle the division of profits as, unless the contrary be

stated, they would be divided equally.

If there are no Articles of Partnership, and it was originally a

verbal agreement, the question of the division of profits would have

to be settled, and the Accountant would ask for instructions, pro-

bably suggesting that their steady and consistent withdrawals

would seem to point out, in absence of other evidence, the propor-

tions in which the profit is to be divided, viz., White 3-7 and

Moore 4-7.

Assuming that there are Articles, no mention being made of

rate of division, then these profits would be divided equally between

them, and as this, would probably cause a considerable sum to be

__

due the deceased, it may explain the action at law.

This being done, the partners' accounts would be drawn up
as follows:

Credit each partner's account with the original capital invested,

debit him Avith his withdrawals and credit him with his share of

the profits. The resulting balance will give his share of the pre-

sent capital. No mention has been made of interest on partners'

capital, and unless mentioned in the Articles this would not be

taken into consideration.

The report would explain how the profits had been arrived at

on the basis of the single entry system; the division of such profits

in the proportion to be decided, and the deductions for withdrawals

made in the respective accounts.

Question 10. William Child died on 30th September, 1880,

leaving a Will wherein he conveyed his whole Estate to Trustees

for the purposes therein set forth.
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His four daughters, Maud, Polly, Susie, and Martha survived

him and he directed his Executors to divide his Estate equally

among them on the youngest attaining her majority.

Until that time the net revenue from the Estate was to be

equally divided among the surviving daughters.

Power was given to the Trustees to advance a sum out of the

Capital to each of the daughters on their marriage, which sums

were to be taken into account upon the division of the Estate.

No mention of interest was made.

Maud was married on 30th June, 1882,

Polly was married on 30th June, 1883,

Susie was married on 30th June, 1884,

and each received on the day of her marriage the sum of $10,000

in respect of the power given to the Trustees.

The Executors made a further payment of $2,000 on account of

Capital to each of the married daughters on 30th June, 1885, and

on each 30th June thereafter until and including 30th June, 1890.

Martha becaume of age on 31st December, 1890, on which date

the Capital in the hands of the Trustees was $80,000. All the in-

come from the Trust funds had been equally divided among the

four daughters to 31st December, 1890. No Interest had been

charged by the Trustees upon any of the advances to the Bene-

ficiaries.

Prepare the accounts of division at 31st December, 1890, and

charge interest where you consider that should be done at the rate

of 5%, the net earning power of the Estate.
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A. Maud received $10,000 00

Polly
"

10,00000
Susie

"
10,00000

The married daughters received since their mar-

riage 6 payments each of $2,000 36,000 00

They should be charged interest thereon, which

would amount to, at 5 % 5,400 00

Capital in hands of Trustees, 31st Dec., 1890 80,000 00

Total Value of Estate . , . . $151,400 00

Maud's share ]^
Deduct on marriage" advances . .

interest..

Polly received same amount .

Susie
Martha "

$10,000 00

12,000 00

1,800 00

$37,850 00

23,800 00

14,050 00
14,050 00

14,050 00

37,850 00

$80,000 00



CHAPTER IX.

JOINT STOCK COMPANIES.

Question 1. (a) What are the qualifications for the office of

Director of a Company incorporated under the provisions of the
"
Companies Act "?

(b) How far may these provisions be varied by a By-law of the

Company, or otherwise?

A. (a) The persons named as such in the letters patent are the

First Directors of the Company, until replaced by others duly ap-

pointed in their stead.

No person shall be elected or appointed as a director thereafter,

unless he is a shareholder, owning stock absolutely in his own right,

and to the amount required by the By-laws of the Company, and

not in arrears in respect of any call thereon; and at all times the

majority of the directors of the Company shall be persons resident

in. Canada.

Further, the person appointed must consent to act. A Share-

holder who has agreed to act as a Director and does not possess the

proper number of shares, must have the same allotted to him before

his election to render the same valid.

(b) The Directors may pass a by-law altering the Stock qualifi-

cation, the number of Directors, etc., as long as the number of the

latter is kept between three and fifteen.

Such by-law would only have force (unless confirmed at a

general meeting of the Company, duly called for that purport') until

the next annual meeting of the Company, an<l in default of con-

firmation thereat, would cease to have fon -.
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Question 2. What restrictions or conditions require to be ob-

served in seeking incorporation under the
"
Companies Act "

or

the Ontario
"
Joint Stock Companies Letters Patent Act "

respec-

tively as to

(a) Capital Authorized.

(b) Capital Subscribed.

(c) Capital paid in.

A. (a) Capital authorized, under the "Dominion Companies

Act."

(1) There is no provision made for the issue of Preference Stock.

(2) One-half of the proposed Capital Stock must be subscribed

for by not less than five shareholders, and 10% in cash paid in

thereon. If a Loan Company this amount of cash must not be less

than $100,000. The cash also must be deposited in some chartered

bank in Canada to the credit of the Receiver-General of Canada,

and shall be standing at such credit, and the applicants shall, with

their petition, produce the deposit receipt for such amount. If

the object of the company is one requiring that it should own real

estate, any portion not more than half of the cash referred to, may
be taken as paid in, if bona fide invested in real estate suitable to

such object, and such real estate is by a valid and sufficient regis-

tered deed, duly held by trustees (at least two in number) for the

Company, and being of the required value over and above all in-

cumbrances thereon. Charter will not be granted for the construc-

tion and working of railways, or to banking or insurance companies.

Under each Act the application would show:

The amount of capital stock of the company.

The number of shares and the amount of such shares.

Under the Joint Stock Companies Letters Patent Act.

(1) Preference Stock can be issued.

(2) There are no special stipulations as to capital, except that

the application must be signed by five persons at least, who are

shareholders.
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Memo. If no business is started within three years under the

Dominion Companies Act, or within two years under the Ontario

Companies Act, the charter will be forfeited by nonuser.

(b) Capital Subscribed.

As shown above, under the Dominion Companies Act, half of

the capital stock must be subscribed for, whereas under the Ontario

Act there is no amount fixed beyond limiting the number of ap-

plicants to five, who might only hold one share each, but all the

petitioners must have subscribed for share or shares. In case any
amount has been paid in or shares taken, by transfer of property
to a trustee, the Provincial Secretary may require such evidence

as is necessary as to its value, and kind or nature of property, etc.

(c) Capital paid in.

The "
Companies Act "

provides, as shown above, for a certain

amount to be paid in when incorporated, viz., ten per cent, of the

Stock subscribed, and leaves further calls at the discretion of the

Directors.

The Ontario Act,

Provides that not less than ten per centum upon the allotted

shares of Stock of the Company shall by means of one or more calls

formally made be called in and made payable within one year from

the incorporation of the Company; the residue when and as the by-

laws of the Company direct.

Apart from the above differences in the Acts themselves, ap-

plicants for incorporation must comply with regulations as follows:

UNDER THE DOMINION COMPANIES ACT.

The applicant for letters patent shall give at least one month's

previous notice, in the Canada Gazette, of their intention to apply

for the same, stating therein,

(a) The proposed corporate name of the company, which shall

not be that of any other known company, incorporated or unin-

corporated, or any name liable to be confounded therewith, or other-

wise, on public grounds, objectionable;

(b) The purposes for which its incorporation is sought;
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(c) The place within Canada which is to be its chief place of

business;

(d) The proposed amount of its capital stock which, in the

case of a loan company, shall not be less than one hundred thousand

dollars;

(e) The number of shares and the amount of each share;

(f) The names in full and the address and calling of each of

the applicants, with special mention of not more than fifteen and

not less than three of their number, who are to be the first or pro-

visional directors of the company, and the majority of whom shall

be residents of Canada.

At any time, not more than one month after the last publica-

tion of such notice, the applicants may petition the Governor-in-

Council, through the Secretary of State, for the issue of such letters

patent.

Such petition shall state the facts set forth in the notice, the

amount of stock taken by each applicant, the amount paid in upon
the stock of such applicant, and the manner in which the same

has been paid in, and is held for the company.

UNDER THE ONTARIO COMPANIES ACT.

The applicants for incorporation, who must be of the full age

of twenty-one years may petition the Lieutenant-Governor, through
the Provincial Secretary, for the issue of letters patent. The peti-

tion of the applicants shall show:

(a) Tlje proposed corporate name of the company with the word
" Limited "

as the last word thereof; and such name shall not on

any public ground be objectionable, and shall not be that of any
known company, incorporated or unincorporated, or of any part-

nership, or individual, or any name under which any known busi-

ness is being carried on, or so nearly resembling the same as to

deceive; provided, however, that a subsisting company, or part-

nership, or individual, or the person carrying on such business may
consent that such name, in whole or in part, be granted to the new

company.
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(b) The objects, simply stated, for which the company is i<>

be incorporated.

(c) The place within the Province of Ontario where the head

office of the company is to be situated, and where its principal

books of account and its corporation records are to be kept and to

which all communications and notices may be addressed.

(d) The amount of capital stock of the company.

(e) The number of shares and the amount of each share.

(f) The name in full, the place of residence and the calling of

each of the applicants.

(g) The number, and the names of the applicants, not less than

three, who are to be the provisional directors of the company.

The following information, though not strictly answering the

question, will show the procedure in other provinces:

E. S. MANITOBA, CH. 25.

4. The Lieutenant-Governor in Council may, by letters patent

under the Great Seal of the Province, grant a charter to any num-

ber of persons, not less than five, who shall petition therefor, con-

stituting such persons and others who may become shareholders in

the Company thereby created a body corporate and politic, for any

purposes or objects to which the legislative authority of the Legis-

lature of Manitoba extends, except the construction and working
of railways and the business of insurance.

5. The applicants for such letters patent must give at least

one month's notice, to be inserted once in the Manitoba Gazette,

of their intention to apply for the same, stating therein:

(a) The proposed corporate name of the Company, which shall

not be that of any other known company, incorporated or unin-

corporated, or any name liable to be unfairly confounded there-

with, or otherwise on public grounds objectionable;

(b) The object for which the incorporation is
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(c) The place or places within the Province of Manitoba, where

the operations are to be carried on, with special mention, if there

be two or more such places, of some one of them as its chief place

of business;

(d) The amount of its capital stock;

(e) The number of shares and the amount of each share;

(f) The names in full and the address and calling of each of

the applicants, with special mention of the names of not less than

three, nor more than nine of their number, who are to be the first

directors of the Company.

6. At any time, not more than one month after the publication

of such notice, the applicants may petition the Lieutentnt-Gover-

nor, through the Provincial Secretary, for the issue of such Letters

Patent.

7. (a) Such Petition must state the facts required to be set forth

in the notice, and must further state the amount of stock taken by
each of such applicants, and also the amount, if any, paid in upon
the stock of each applicant;

(b) The Petition shall also state whether the amount is paid
in cash or transfer of property, or how otherwise;

(c) The Petition may ask for the embodying in the Letters

Patent of any provision which otherwise under the provisions hereof

might be embodied in any by-law of the Company when incor-

porated.

(8) In case the Petition is not signed by all the shareholders

whose names are proposed to be inserted in the Letters Patent, it

shall be accompanied by a Memorandum of Association, signed by
all the parties whose names are to be so inserted, or by their attor-

neys duly authorized in writing; and such memorandum shall con-

tain the particulars required by the next preceding section (sec.7)..
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QUEBEC REVISED STATUTES, 1888.

" THE JOINT STOCK COMPANIES' INCORPORATION ACT."

4696. The Lieutenant-Governor may by letters patent under
the Great Seal, grant a charter to any number of persons, not less

than five, who petition therefor.

2. Such charter constitutes the petitioners and all others who

may become shareholders in the company thereby created a body
politic and corporate for any of the purposes within the jurisdic-

tion of this Legislature, except for the construction and working
of railways and the business of insurance.

3. It is not necessary that an order in council be passed for

granting any such charter, but the Lieutenant-Governor may grant

any charter upon a favorable report from the Attorney-General.

4697. The applicants for such letters patent shall previously

give notice of their intention to make such application.

Such notice shall be published during four consecutive weeks

in the Quebec Official Gazette and contain:

1. The corporate name of the proposed company, which shall

not be that of any other company, or any name liable to be con-

founded therewith or otherwise on public grounds objectionable;

2. The object for which the incorporation is sought;

3. The place, within the limits of the Province, selected as its

chief place of business; &

4. The proposed amount of its capital stock;

5. The number of shares and the amount of each share;

6. The name in full amd the address and calling of each of the

applicants, with special mention of the names of not less than three

or more than nine of their number who are to be the first directors

of the company. The major part of such directors shall be resi-

dent in Canada and be subjects of Her Majesty;

7. In the case of the incorporation of a railway company, the

notices shall also be inserted during four weeks in English nnd
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French in two newspapers published in the district through which

the proposed line is intended to pass.

The notices shall be published in the English and French news-

papers in each district, if there be any published in these two

languages, if not, then in newspapers in the same language pub-
lished in the neighboring districts.

Such notices shall make known the starting point of the pro-

posed road, the districts through which it is intended to run and

the terminus.

4698. At any time not more than one month after the last

publication of such notice, the applicants may petition the Lieu-

tenant-Grovernor through the Provincial Secretary for the issue of

such letters patent.

2. Such petition must recite the facts set forth in the notice,

and must further state the amount of stock taken by each appli-

cant, and by all other persons named therein, and also the amount

paid in upon the stock of each applicant, and the manner in

which the same has been paid in, and is held for the company.

3. The aggregate of the stock so taken must be at least one-

half of the total amount of the stock of the company.

4. The aggregate so paid in thereon must be at least ten per

cent, thereof, or five per cent, of the total capital; unless such total

exceed five hundred thousand dollars, in which case the aggregate

paid in upon such excess must be at least two per cent, thereof.

5. Such aggregate must have been paid in to the credit of the

company, or of trustees therefor, and must be standing at such

credit, in some chartered bank within the Province, unless the

object of the company is one requiring that it should own real

estate, in which case, not more than one-half thereof may be taken

as invested in real estate suitable to such object, duly held by
trustees therefor, and being fully of the required value over and

above all incumbrances thereon.

6. The petition may ask the embodying in the letters patent
of any provision which otherwise under this section might be

embodied in any by-law of the company when incorporated.
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Question 3. State clearly what a Company may and may not

do in the matter of dealing in, or acquiring its own shares. What
authorities govern?

A. A Company may not purchase its own shares.

It cannot deal or trade in its stock, certainly as far as acquiring

its own stock is concerned. Under certain circumstances, how-

ever, a Company might sell its shares by a legitimate trading

transaction, which was for its benefit. The proper method then

would appear to be to charge the person for the shares issued,

and then credit to his account the cash paid for the work done or

the property acquired as a legitimate trading transaction. The

cheques in payment might actually pass through the books.

Companies, however, have the power to forfeit shares for non-

payment of calls, and they become the Company's property, and

can be disposed of by the Company, but this does not effect the

holders' liability in any way, unless of course, they are resold at a

sufficient figure to cover the unpaid calls.

The authorities which govern are the Act or Acts under which

the Company or Companies are incorporated, and which are laid

down in the Acts themselves or provided for by special by-law.

Question 4. What are the successive steps necessary to render a

By-law for the creation of Preference Stock legal and operative?

A. The Directors first make a by-law to is^ue such stock. A gene-

ral meeting of the Company must then be duly called for consider-

ing and passing the same. The by-law shall not have any force

until after it has been unanimously sanctioned by a vote of the

shareholders present in person or by proxy at a general meeting <>t'

the Company duly called for considering the same, or unanimously
sanctioned in writing by the shareholders of the Company ; pro-

vided, however, that if the by-law be sanctioned by thivo-fourths

in value of the shareholders of the Company, the Company may

petition the Lieutenant-Governor in Council for an order approv-

ing the by-law.
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Question 5. What, if any, are the limitations upon the powers
of Directors relating to the payment of calls on shares by transfer

of property or goodwill?

A. Tfie Directors are bound to see that all calls are paid for in

cash, subject to any provisions made by special by-law, or incorpo-

rated in the Letters Patent, providing for shares issued fully paid up.

Subject to this, and after the Company has started business,

it might arise that the Directors desired to acquire property or

goodwill necessary for the profitable working of the business, and

that the persons from whom such property was to be acquired were

incidentally shareholders, and further, that a call on shares had

been made. Under such circumstances the set off would be justi-

fiable, but probably the wiser course would be for the Directors

to pay the cash, as it is assumed they would have done if the vendor

had not been a shareholder; and for the shareholder to pay his

calls when due.

The intention of the Acts is to compel payment in cash, and

to prevent the Directors allowing payments of calls in other ways
than cash (possibly property not required by the Company), and

thus prejudice the rights and the securities of the Company's
creditors.

Question 6. What is the procedure necessary to enable a credi-

tor of a Company to compel payment of uncalled or unpaid capital

for his benefit?

A. The creditor must first obtain judgment against the Company
the execution thereon must have been issued and returned unsatis-

fied in whole or in part, this all being done in due form. He may
then proceed, having failed to collect his debt from the Company,
against the shareholder whose shares have not been fully paid for.

All enforced payments thus made by the shareholders will be con-

sidered as on account of what is due on their shares.

Should the Company be wound up, the proceedings of the

creditor against the shareholder may be stayed, and such creditor
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would then receive his dividends, in common with the other credi-

tors, in due course.

Question 7. (a) What obligations are assumed by persons

acquiring partially paid shares either by transfer or by sale under

execution ?

(b) What obligations remain upon persons parting with shares

in these ways?

A. If the transfer has been duly approved by the Directors and

entered in the books of the Company, then the Transferor is re-

leased and the Transferee becomes responsible for all the future

calls. But if the Directors are not satisfied as to the Transferee's

position and means, or, in other words, refuse to allow the trans-

fer to be entered in their books, then the transfer would only be

valid as exhibiting the rights of the parties thereto, and as render-

ing the Transferee liable
" ad interim

"
jointly and severally with

the Transferor to the Company and its creditors until entry thereof

has been made in the books of the Company.

In the case of transfer of shares made by sale under execution,

or under the order or judgment of some competent court, it would

be valid, and the Transferee or purchaser of such Stock would

assume all the liabilities thereon, and the original holder would be

released, and such transfer need not be approved by the Directors.

Question 8. (a) What takes place if the number of Share-

holders in a Company falls below the number required to secure

incorporation ?

(b) What takes place if there are not sufficient shareholders in

a Company eligible for re-election as Directors?

A. (a) That every person who is a shareholder in the Company
during the time it carries on business, with less than five share-

holders, after a period of six months after the number has been

so reduced, and is cognizant of the fact that it is so carrying on

business with less than five shareholders, shall be severally liable

for the payment of the whole of the debts of the Company con-
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tracted during such time, and may be sued for the same without

the joinder in the action or suit of the Company or of any other

shareholder; but any shareholder who has become aware that the

Company is carrying on business when the number of its share-

holders is less than five, may serve a protest in writing on the Com-

pany, and may, by registered letter, notify the Provincial Secre-

tary of such protest having been served, and of the facts upon
which it is based, and such shareholder may thereby, and not other-

wise from the date of his said protest and notification, exonerate

himself from liability; and if after notice from the Provincial Sec-

retary the Company refuses or neglects to bring the number of its

shareholders up to five, such refusal or neglect may, upon the report
of the Provincial Secretary, be regarded by the Lieutenant-Gover-

nor in Council as sufficient cause for the revocation of the Com-

pany's charter.

(b) The Directors continue in office until their successors are

appointed, the time of which and the qualifications are set forth in

the By-laws. Under the circumstances detailed in the question
the Directors should amend their By-laws to meet the case, either

by reducing the number of Directors or by reducing the share

qualifications necessary to render a shareholder eligible. The

general meeting of shareholders could then confirm this By-law
and proceed to elect the new Board of Directors.

Question 9. What liability or penalty is incurred by an Ac-

countant for false or insufficient information supplied by him for

purposes of a Prospectus, and so used?

A. " He shall be liable to pay to all persons so subscribing or ap-

plying on the faith of such prospectus, compensation for the loss or

damage they may have sustained by reason of any untrue state-

ment in the prospectus," unless it could be shown that the Ac-
countant had acted in good faith and believed his statements to

be true, and could show reasonable grounds for this defence.

See Revised Statutes of Ontario, 1897, cap. 216, "An Act

respecting the Liability of Directors."
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Question 10. A Company desires to acquire the name and

business of another Company without becoming liable for the

debts owing by the latter. How would you advise that this be

done ?

A. First, the assent of both Companies to this would be required

as obtained in their respective general meetings properly convened.

The latter Company would then pass a by-law to go into volun-

tary liquidation under the Ontario Winding-up Act (Chap, xvii., Q.

1), and when all their creditors had been paid, application would be

made to the Court to stay proceedings and allow the Company to

resume business, with the object of amalgamating with the former

Company. If, however, the latter Company found that, after all,

they would not settle with their creditors, they would complete the

winding-up. Then in due course the former Company could ap-

ply as provided for in the Ontario Companies Act for power to

change its name, and would naturally adopt the name of the latter

Company, no one's property, but it is presumed that its business

would then be worth little.

The shareholders in the latter Company would receive a cer-

tain number of shares in the new Company thus formed as would

be arranged.

The question seems to infer that the debts of the latter Com-

pany were heavy, if not, the Companies might arrange to pay off

the debts by the issue of new stock.

The procedure for amalgamation of companies is given in the

E. S. 0. 1897, cap. 191, section 103.

The Directors of each Company may enter into a joint MUHV-

ment under the seal of each Company for such amalgamation, pre-

scribing all the terms, etc., the name of the new Company, innnl><>r

of Directors, in fact, giving its new By-laws.

This agreement must then be submitted to the shareholders of

each Company at General Meeting separately called in accordance

with their By-laws. If it is cm-nod by a two-thirds majority of- all

the shareholders of each of such Comanies at their i-esr-
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meetings, this will then be certified under the Companies' seals,

and due application can be made through the Provincial Secretary

for the necessary power to carry same into effect. With the joint

petition, an original of the agreement must be submitted, the new

Company to be liable for either of the former Company's liabili-

ties of every sort.

This may be taken as ai brief outline of the proceeding and the

student should refer to the Act for further details.



CHAPTER X.

JOINT STOCK COMPANIES.

Question 1.
" A." lends to a Loan Corporation $10,000 on

Debentures. It turns out that the Company had previously bor-

rowed up to the limit of the powers conferred by Statute. In

what position is the Debenture as to the Assets of the Company,
and how does the lender stand in relation to the individual mem-
bers of the Company?

A. Debentures are generally secured by hypothecating or pledg-

ing any or all of the real or personal property of the Company to

secure the sums borrowed on them.

In the case in question it would appear that the Directors had

acted
"
ultra vires" in allowing this issue of Debentures and would

consequently be held personally liable in the case of any loss to
" A "

; the only exception would be that of any Director who could

show that he was not a party to the transaction and knew nothing
about it at the time the issue was made, and refused to adopt or

ratify the same.

It is certain that A. would have recourse against the Directors,

and further, that on learning the true facts of the case he could

demand from the Company and enforce that his $10,000 be repaid

immediately, provided it was bona fide applied in discharging debts

of the Company which could have been enforced against it, or bona

fide applied for any other legitimate purpose for which it might
have come under liability, as he had lent the same in good faith

believing (as is assumed) that the debentures were secured by

mortgage on the assets of the Company.

There is no liability on the part of the individual members of

the Company if their shares are fully paid up.
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Question 2. A Joint Stock Company is about to be formed

for the purpose of making advances on goods and chattels and the

promoters are applying to the Ontario Provincial Secretary for a

Charter. Under which Act will this be granted, if at all? Ex-

plain the reasons in your answer.

A. A Charter would be granted under " The Ontario Com-

panies Act," subject to a satisfactory application being made.

Under the Dominion Act it could net be applied for as it is

therein provided that Loan Companies shall only lend on the

security of real estate, or of the public securities of Canada, or of

any of the Privinces thereof, or Debentures as specified.

It might perhaps be here noted that Loan Companies cannot

obtain a Charter under the Ontario Companies Act, and this Com-

pany would have to point out that it was not a Loan Company in

the meaning of the Act.

Question 3. What are the conditions that require to be ful-

filled before the Charter of a Company can be surrendered?

A. The Charter of a Company incorporated by letters patent

may be surrendered if the Company proves to the satisfaction of

the Lieutenant-Governor in Council:

(a) That it has no debts existing or other rights in question,

or,

(b) That it has parted with its property, divided its assets rate-

ably amongst its shareholders, and has no debts, or liabilities, or,

(c) That the debts and obligations of the Company have been

duly provided for or protected, or that the creditors of the Com-

pany or other persons holding them consent; and that the Company
has given notice of the application for acceptance of surrender as

required by the Act.

Question -i. Draw up a short prospectus for a Company to be

formed to acquire the business of a grocer. Give forms for allot-

ting shares, also forms for Instalment Script and Stock Certificate.
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A.

PROSPECTUS OF THE MIDDLETON GROCERY COMPANY, OF TORONTO,
LIMITED.

Capital $200,000 in 2,000 shares of $10 each.

PROVISIONAL DIRECTORS.

Here follow the names of the men chosen.

Then would follow the various officers, etc., etc.

Secretary.

Bankers.

Lawyers.

Auditor.

The Middleton Grocery Company, Limited, is being formed

with the object of amalgamating three businesses in the City of

Toronto, which have already good connections, and whose accounts

and trade have been carefully examined and reported upon by the

well-known Accountant, Mr. -
. He has based his report,

which is appended hereto, by taking an average of their trade and

profits for the last five years.

Owing to the steady growth of Toronto, and with the facilities

afforded for the successful establishment of this Company, with a

clientele already at hand, there is little doubt but that a profit of

at least 15 per cent, can be safely relied on.

The Company proposes to retain the three businesses to be pur-

chased, details of which are given in the Accountant's report,

establishing the store on Yonge Street as the Head Office, remodel-

ling and replenishing the buildings as may be deemed advisable.

As ample capital will be furnished to conduct the new Grocery

Company, several prominent men having already undertaken to

subscribe, early application for shares is required. It might here

be mentioned that Messrs. Brown, Jones and Robinson, the respec-

tive proprietors of the businesses, having such faith in the success

of the undertaking, have agreed to accept |>a\ incut for their prem-
ises and goodwill in shares, the book debts, store fixtures, stock,

etc., to be taken at a valuation, the Company assuming no liability.
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The premises, which are under lease, and the goodwill have been

valued by competent experts at $18,000.

It is proposed to apply for a Charter under the Provincial Act,

and when it is obtained, to make calls as follows, 20 per cent, on

that date, and 20 per cent, three months after, and a further 10

per cent, six months after date of Charter. The balance of calls,

if any are required, to be at the discretion of the Directors, but

no calls to exceed 10 per cent., or at less intervals than three

months.

Application for shares may be addressed to the Secretary, Mr.

, at his address, .

Here follows the Accountants report,

To the Provisional Directors of the Middleton Grocery Company',

of Toronto, Limited:

Gentlemen,

Please allot me one hundred shares in this Company, for which I

enclose you marked cheque for $200.

Yours truly,

FORM OF ALLOTTING SHARES.

THE MIDDI.ETON GROCERY COMPANY, OF TORONTO, LIMITED,
YONGE STREET, TORONTO.

1st December, 1898.

Sir,

The Provisional Directors of this Company have this day allotted to you
One Hundred Shares of their stock, in accordance with your application,
with 20 % paid up thereon.

Yours truly.

Secretary.
To

Toronto.
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Question 5. (a) What are the rules as to voting at (1) Share-

holders" meetings, stating who may vote. (2) Directors' meetings?

(b) Supposing Directors have been elected improperly, how

does it affect transactions completed by them?

A. (1) Shareholders' Meetings.

Every shareholder who is not in arrears in respect of any calls

is entitled to as many votes as he holds shares in the Company, and

may vote either personally or by proxy.

Every executor, administrator, guardian or trustee shall repre-

sent the stock in his hands, at -all meetings of the Company, and

may vote accordingly as a shareholder; and every person who

pledges his stock may nevertheless represent the same at all such

meetings, and may vote accordingly as a shareholder.

If stock be held jointly by two or more persons, any one of

them present at a meeting, may, in the absence of the other or

others, vote thereon, but if more than one joint stock holder be

present or be represented by proxy, they shall vote together on the

stock jointly held.

Unless a poll is demanded, a declaration by the chairman that

a resolution has been carried, and an entry to that effect in the

proceedings of the Company shall be prima facie evidence of the

fact without proof as to the number or proportion of votes re-

corded in favor of or against such resolution.

If a poll is demanded, it shall be taken in such manner as the

by-laws prescribe, and in default thereof, then as the chairman

may direct.

In the case of an equality of votes at any general meeting, the

chairman shall be entitled to a second or casting vote.

(2) Directors' Meetings.

The rules governing such meetings are:

That the Directors have one vote each and can only vole in

person.
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That the quorum as fixed by by-law must be present.

The chairman usually has a casting vote in case of a tie, which

is also regulated by by-law.

As to third parties at least, it does not affect the validity of

any transaction completed by them while acting as Directors in

good faith, but it would clearly be the duty of such Directors as

had been improprly elected to at once retire, and the vacancies

thus created could then be filled in accordance with the by-laws.

Question 6. State briefly the difference between " The Ontario

Companies' Act " and " The Companies' Act "
as affecting the

formation of a new Company. What are some of the special cir-

cumstances which would lead you to advise seeking incorporation

under either Act respectively?

A. The conditions to be fulfilled in applying for Letters Patent

under " The Companies' Act "
are more restrictive than under " The

Ontario Companies' Act." In the former the application must be

advertised in the Canada Gazette, and the stock taken or sub-

scribed for must be at least one-half of the proposed Capital Stock

of the Company; and ten per cent, of such stock so taken must be

paid in cash and deposited to the credit of the Receiver-General of

Canada and shall be standing at such credit in some chartered

Bank in Canada, and the applicants shall, with their petition, pro-
duce the deposit receipt, unless the Company is required to hold

real estate, then half the cash may be thus represented, subject to

conditions as to value, etc., as laid down in the Act. On the other

hand, the Ontario Companies Act lays down no such conditions,

excepting requiring where paid-up shares are given for property,
that satisfactory evidence of such be shown when making the ap-

plication, but it does not restrict the number of shares which can

be thus acquired. It also requires ten per cent, of the subscribed

Capital to be paid up within the first year.

The special circumstances which would influence the choice of

Act would be, whether the undertaking or business was of a purely
local character or not.
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Even a Company intending to do business in other provinces,

having its headquarters in Ontario, might wisely elect to obtain .the

local Charter, but where an extended business was in contempla-

tion, with branches to be opened in the other provinces, it would In'

best probably to obtain the Dominion Charter. The Company
would have a better position in dealing with many cases that miiJit

affect its branches, etc.

There is another point also which would have to be considered

in applying for Charter. The Company might not have the ca-h

qualification required under the Dominion Legislation. Many Com-

panies being formed to acquire businesses with practically little

cash required, the vendors accepting shares in payment, such Com-

panies would probably elect to be incorporated under Provincial

Legislation.

Question 7. Give definitions of the following:

Common Stock;

Deferred Stock,

Watered Stock,

Over-issued Stock,

Preferred Stock,

Treasury Stock.

A. Common Stock,

Means the shares or stock of a Joint Stock Company, which

shares rank equally as to dividend; but the holders of which are

not entitled to any preference or privilege as a class over any other

shareholders.

Deferred Stock,

Means stock where the payment is deferred until another < la.-

of stock has received its dividend, or such dividend may ho de-

ferred until a fixed date, or until some transaction has heen com-

pleted, etc.
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Watered Stock,

Is stock which is shown in the books as fully paid up, but for

which its equivalent in cash or value has not been actually received

and must therefore be representative of some fictitious asset.

Over-issued Stock,

Is stock illegally issued above the amount authorized by the

charter of the Company. Such stock is void.

Preferred Stock,

Is stock that is entitled to dividends as arranged out of the

profit before common stock holders receive any dividend.

Treasury Stock,

Represents stock that is authorized to be issued and has been

set aside for sale by the Company, the proceeds to be used in carry-

ing on its business.

Question 8. A., B., C., D., are Directors in a Joint Stock Com-

pany. It is found that the Company is unable to meet its lia-

bilities. All the Stock is paid up, and the only Assets are Patents

and Office Furniture. The Patents have been assigned to the

Bank, and the Landlord has seized the Office Furniture for Rent.

The list of Creditors is as follows:

Jonn Smith, Rent $ 500 00

A. Brown & Co., Advertising 340 00

John Williams, Books and Stationery 75 00

Union Bank, Advanced 2,000 00

John James, Salary as Bookkeeper 135 00

John Brown, Wages 75 00

J. Robinson, Wages 40 00

A. Smith, Ivegal Services 100 00

83,265 00

The Stock being all paid up, what liability, if any, is upon the

Directors or Shareholders in respect of these claims, or any of

them?

A. There is no liability upon the Shareholders, as the Stock is

paid up.
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If there is no surplus after the rent and the Bank have been

paid, the -Directors would be liable for the wages and salary due.

The clause in the Act referring to this point is as follows:

" The Directors of the Company shall be jointly and severally

liable to the laborers, servants and apprentices thereof for all debts

not exceeding one years wages due for services performed for the

Company while they are such Directors respectively; but no Direc-

tor shall be liable to an action therefor, unless the Company has

been sued therefor within one year after the debt became due, nor

yet unless such Director is sued therefor within one year from the

time he ceased to be such Director, nor yet before an execution

against the Company has been returned unsatisfied in whole or in

part; and the amount due on such execution shall be the amount

recoverable with costs against the Dirctors." R. S. 0. 1897, c.

191, s. 85.

Question 9. What are the powers of Companies:

(a) to issue shares at a discount.

(b) to issue shares and accept payment other than in cash.

(c) to hold real estate.

(d) to restrict transfers of shares.

A. (a) Companies have power to issue shares at a discount under

the
" Dominion Companies' Act," but it is conceived that the lia-

bility on these shares, as between the holders thereof and the credi-

tors of the Company, would still remain on any portion not actu-

ally paid for in cash or its equivalent, even though the shares ap-

peared in the books of the Company as fully paid up.

A Mining Company can issue shares at a discount, without

further liability, under the Ontario Mining Act.

Companies under the Ontario Companies' Act cannot issue

shares at a discount.

(b) In the formation of Companies, shares are often

representing value for services rendered or property, and this is
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perfectly legitimate. The Dominion Companies' Act limits the

number of shares which can be issued in return for real estate, and

the Ontario Companies' Act requires that the real estate be pro-

perly valued. Apart from this, Companies have no power to issue

their shares for other than cash, although where this payment was

not cash but represented the cash price of the shares, and was a

legitimate transaction, it would merely be a matter of intelligent

book-keeping to make the sales of shares perfectly legal.

(c) The Company under the Ontario Companies' Act has power

to acquire by purchase, lease or other title, and to hold, sell, alien-

ate and convey any real estate necessary for the carrying on of its

undertaking, and the Company shall upon its incorporation be-

come and be invested with all the property and rights, real and

personal, theretofore held by or for it under any trust created with

a view to its incorporation, provided however that unless other

statutory enactments apply, no parcel of land or interest therein

at any time acquired by the Company and not required for its

actual use and occupation, or not held by way of security, or not

situate within the limits or within one mile of the limits of any

city or town in this Province, shall be held by the Company or by

any trustee on its behalf, for a longer period than seven years after

the acquisition thereof, but shall be absolutely sold and disposed

of, so that the Company shall no longer retain any interest therein

unless by way of security; and if such land is held for a longer

period than seven years, it shall be forfeited to the Queen.

Under the Dominion Companies' Act every Company incorpo-

rated under that Act may acquire, hold, sell and convey any real

estate requisite for the carrying on of the undertaking of the Com-

pany.

(d) Transfer of shares, to be valid, requires to be recorded in

the books of the Company in accordance with its by-laws. The

Directors can refuse to allow this to be done when shares are not

fully paid up, and whenever any entry is made of any transfer of

such stock, if the transferees are not of apparently sufficient means,

the Directors present when such entry is authorized are personally
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liable if they 'allow such transfer to be made. No share can be

transferred until all previous calls have been fully paid up.

Question 10. What Companies are required to make annual

returns of their 'affairs, and what are substantially the nature of

these returns?

You find, in compiling a return, that certain shareholders have

pledged their holdings as collateral to advances made to the Com-

pany. How should these appear in the return? How would the

lender proceed to realize upon his collateral should it be necessary

to do so?

A. The Ontario Companies'Act requires that the Company shall

on or before the first day of February in every year, make out a

summary, duly verified, containing as of the 31st day of Decem-

ber preceding, the following particulars:

(a) The corporate name of the Company;

(b) The manner in which the Company is incorporated, whe-

ther by special Act or by Letters Patent.

(c) The place where the head office of the Company is situated.

(d) The place or places where, or from which the- undertaking

of the Company is carried on;

(e) The name, residence and post-office address of the Presi-

dent and the Secretary, and of the Treasurer of the Company;

(f) The name, residence and post-office address of each of the

Directors of the Company;

(g) The date upon which the last annual meeting of the Com-

pany was held;

(h) The amount of the capital of the Company and the number

of shares into which it is divided;

(i) The number of shares subscribed for and allotted;

(j) The -amount of stock (if any) issued free from call; if none

is so issued, this fact to be stated;
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(k) The amount issued subject to call;

(1) The amount of calls made on each share;

(in) The total amount of calls received;

(n) The total amount of calls unpaid;

(o) The total 'amount of shares forfeited;

(p) The total amount of shares which have never been allotted

or subscribed for.

(q) The total amount for which shareholders of the Company
are liable in respect of unpaid stock held by them.

The summary shall also contain a list of persons who, on the

31st day of December previously, \vere shareholders of the Com-

pany, and their addresses and occupation and the amount of stock

held by each, and the amount, if any, unpaid and still due by each.

R. S. 0. 1897, c. 191, s. 79.

The above section shall not apply to any Company not having

gain for its purpose or object, where such Company by its charter

of incorporation is declared to be exempt from the provisions

thereof, or to any Company not having gain for its purpose or

object which, on proof thereof being shown to the Lieutenant-

Governor-in-Council, is, on and after a date to be set forth in the

order of the Lieutenant-Governor-in-Council in that behalf, de-

clared to be exempt.

Every other Company is subject to the requirements of this

section.

The shares pledged by shareholders as collateral to advances

made to the Company, should appear in the return in the names
of these shareholders, as they are entitled to vote thereon. The
lender to realize his collateral must proceed in the usual course of

law; he could not sell or transfer the stock, even if transferred

into his name by way of security.



CHAPTER XI.

AUDITING.

Question 1. You are asked to act as Auditor for a Joint Stock

Company.

What books and information would you require for the first

Audit?

A. The Auditor would require for his first audit:

To see all the books and have a list of same handed to him,

(The Stock or Share Ledger would be one of the books to be

audited).

To examine the Articles of Incorporation and the by-laws; also

the minutes of the Directors, where it may be necessary.

To ascertain who was entitled to receive and make payments
on behalf of the Company, and order goods.

To generally investigate the system under which the books were

kept, and note what internal check (if any) was kept as to the cor-

rectness of the work, etc.

To carefully note the sources of receipts with a view to guard-

ing against fraud. All vouchers, including Invoices, Bank

Cheques, etc., would also be required.

The above may be considered as answering the question, though

the experienced auditor would be guided by circumstances as to t In-

exact methods of gaining the necessary information, and the work

to be done. For instance, in auditing the Stock Ledger, if slum--

had been issued during the period under the audit, it would be hi-

(186)
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duty to see that the value given therefor was properly accounted

for in the financial books, and that this Ledger represented the

amount of capital as shown to be invested in the business or sub-

scribed for. Transfers of shares are made under the authority

of the Directors and it is their duty, possibly through their officers,

to see that these are correctly made.

The Auditor, however, will see that all the calls are properly

made and accounted for, as such a transaction affecting the cash

receipts would come under his audit.

Question 2. What system would you recommend to a Trading

Company doing a general business through the Dominion, as being

the best for keeping a proper check on all cash receipts, part of

their collections being made by the travellers?

A. Probably the best check on cash receipts is to use printed re-

ceipt forms bound up as a Cheque Book and numbered consecu-

tively. Statements of accounts rendered should have a memoran-

dum thereon, stating that only receipts on the firm's printed form

will be recognized.

The responsible person who received the remittances coming to

hand by mail, might enter the amounts and names on the stub of

Receipt Book, thus affording a good safeguard, a clerk duly filling

out the receipts, after the cashier had initialed said stubs.

The traveller could be furnished with such a Receipt Book,
and the stub or carbon copy should on his return be compared
with the cash remitted or paid in by him.

A very useful check on cash receipts is to compare a few of the

deposits made into the Bank (from copies kept) with the receipts of

the same period. The cheques paid in should be recorded on the

debit side of Cash Book unless possibly one might have been

cashed.

Question 3. In a Manufacturing Business what method would

you propose for the protection of the Company in the purchase of

materials and supplies in connection with the business and for the

payment of the same?
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A. The success of a Manufacturing business so much depends
on the knowledge and experience shown in the purchase of materials

and supplies that it is a
"
sine qua non "

that first class men
be employed to manage the Company. Apart from this, and to

ensure that market prices are paid for the goods, proper registers

should be kept known as Stock Books, wherein are entered all

materials and supplies purchased and the person receiving the

goods should also initial the invoice accompanying them and their

costs. Where practicable, Ledger Accounts could be kept of quan-

tities, charging when bought and crediting when given out. The

person who orders the goods should not be the one who passes the

account for payment. The Directors also, noting that their goods
were bought from first class houses, could ensure reasonable pro-

tection. As to protection in the payment of accounts, a proper

system of Book-keeping, combined with regular auditing of the

invoices, etc., and internal checking of the quantities of the goods-

purchased, would ensure that no payments were made, unless for

value received, as under such proper system, one officer is a check

on the work done by another.

The purchases themselves would be checked from the credit

side of the Account in the Purchase Ledger through the Subsi-

diary Book to the invoice itself, showing the nature and cost of the

goods bought.

In conclusion, the Company, to be
tsuccessful, would have to

exercise judgment in engaging their managers, and also in the

system of Book-keeping adopted, etc., without which no " method

proposed" would be of much avail.

Question 4. What, in your opinion, would be an adequate sys-

tem of checking the amounts due and payments for wages in a large

Factory?

A. First a proper system of Registers must be kept for checking

the time worked by the employees. For piece work the Pay Sheets

would have to be certified to by the foreman.

The Wages Sheet should be then made out from the Regi-icr-

by a separate clerk and handed to the cashier after it has been duly
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checked. The cashier, or some other responsible person then pays

the wages to the employees, and if possible, occasionally a Director

or an Auditor should be present. Some factories give each em-

ployee a voucher for the wages due, which he hands in, such voucher

operating as a receipt.

The Auditor should check the Wages Book and Pay Sheets and

see that the totals agree with cheque drawn for
"
wages," and also

might impress upon the management the importance of internal

check on this part of the expenditure.

The best practical check after all is having the Wages Sheet

checked by several, persons, each department's wages being certi-

fied, as experience shows that collusion in fraud is rare amongst

responsible officers in a firm.

Where a proper system of costing is adopted the cost of wages
is added to the Material used in the manufacturing of goods, the

total cost of wages on the work done can then readily be ascer-

tained, and this should tally with the total of the Wages Sheet

for the same period.

Question 5. In checking the Bank Account in a firm's books

you find the balance agrees with the Bank Pass Book at the end

of a certain period.

Would you consider any further examination necessary? Give

reasons for your answer.

A. Further examination would certainly be necessary. The
Bank Account must always be checked, both receipts and payments.

Although the balance happened to agree with the Bank Pass

Book, there might be an error in the firm's books, and further,

there might be outstanding cheques marked as good and charged,
which would require verification.

The Bank Balance should also be ascertained from the Bank in

addition to comparing the accounts with the Bank Pass Book.

This can be well illustrated by a case which actually occurred.

A firm accepted a Draft at sight, which was duly charged to

their account by the Bank on the 31st of the month, but which
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was omitted to be charged by the firm to their customer, not being

entered in the Bills Payable Book. On the 30th of the month a

cheque for a similar amount was drawn and sent to another cus-

tomer. The Bank Account was balanced in due course. The

Auditor, however, on checking the items in the Cash Book with the

Bank vouchers found that the Bill referred to was not entered.

The mistake as above was discovered and the Bank Balance had

to be altered to its correct amount by a correcting entry. The

cheque given on the 30th was outstanding, and had not been paid

by the Bank as the book-keeper supposed on the 31st.

Question 6. What do you mean by Depreciation and in what

manner, if at all, should it affect these accounts:
"
Buildings/'

"
Leases,"

"
Stocks and Shares,"

" Plant and Machinery."

Depreciation,

A. Is that lessening in the value in assets through wear and

tear, or change of fashion, or effluxion of time, and must not be con-

fused with " Fluctuation in value," which also affects the value of

such assets as land, stocks, etc. The object of setting aside an

amount annually for Depreciation is to equalize the payment over

a series of years otherwise any one year would have to bear a

heavy expense, which might be detrimental to the concern.

Buildings,

The Depreciation would depend on the quality of materials

employed. The time the building will last should be estimated

and a percentage written off each year sufficient to amount to the

original cost thereof by the end of the period. Repairs will have

to be charged to Revenue Account.

Leases,

The time a Lease has to run is known, and each year a sufficient

amount must be written off as Depreciation, so that when the Lease

expires, the asset will simultaneously disappear, by such credits,

from the books of the firm.

There are several ways of treating this account:

(1) To write off a fixed proportion of the Lease each year.
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(2) To write off a percentage of the balance each year in this

plan the amounts written off steadily decrease.

(3) To write Account off on the Annuity System, adjusting the

amount so as to allow for interest on the investment. This is the

best way of dealing with Leases as a general rule.

(4) By investing a certain amount each year, sufficient to re-

place the Lease when it expires.

This would require the smallest amount to be set aside each

year, but would take the cash out of the business. However, it has

many advantages which would compensate for this, one being that

at the end of the period -a fund was provided to replace or renew

the Lease.

Stocks and Shares,

Are not subject to Depreciation, though they fluctuate in value.

A Company trading exclusively in Stocks and Shares might pro-

bably, to ascertain their profit or loss, estimate their value peri-

odically, but then there would be seen both a Depreciation and

Appreciation in value, and these could be adjusted through some

Suspense or Adjustment account.

Plant and Machinery,

The Depreciation in Plant and Machinery is always a most

difficult subject to treat exactly, 'as Machinery is so subject to

Depreciation, not only from wearing out, but from becoming obso-

lete through later inventions. Especially is this noted in Machin-

ery worked by electricity. Some principle of depreciation in value

however, must be arrived at, based on the life of the Machinery;
unless the Plant and Machinery is revalued each year, where prac-

ticable, and the reduction charged to "Depreciation Account," or

a reserve set aside for the purpose, which is perhaps the better way.

Question 7. A Company has Agencies established in different

sections with a separate account in the Ledger for each Agency,
in which is charged all of the goods shipped it.
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At the end of the financial year they (the Agencies) still have

some stock on hand.

How would von treat these accounts?

A. Each Agency should he instructed to carefully prepare a.n

inventory of all goods as on hand at the end of financial year. The
information thus obtained would be embodied in the general

"
in-

ventory of stock," and entries posted, giving each Agency credit for

the amount thus advised.

As separate accounts are kept for each Agency, the profit or

loss of each can be easily ascertained, and when carrying forward

the balances for the new year, the stock on hand would be included

in each balance.

Another way is io prepare a Trading Account, with a column

on each side allowed for each Agency.

On the Dr. side the first entry would show the total Merchan-

dise on band, at date of previous balance the Agency columns

showing Stock at each one.

The next entry would show the Purchases for the financial

year, showing cost of goods shipped to each Agency.

In a similar manner, credit all the Sales, also credit Total Mer-

chandise on hand, showing also Stock on hand at each Agency.

The balance gives the gross profit of the business and each

column with its corresponding column will give the gross profit of

each Agency.

To expedite matters, each Agency Account can have separate

columns for Purchases and Sales, etc.

The Total Stock on hand will be carried forward to Merchan-

dise Account, and to each Agency as the case may be.

Question 8. What proof would you require as to the correct

ness of the value in the stock taking of a Trading Company?

A. The Stock Sheets should be signed by the person taking

the same. The extensions and additions must be checked, and the
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basis upon which the stock is valued must be enquired into to see

what allowances have been made for depreciation, if any. The

auditor cannot vouch for the absolute correctness of the inventory

with the stock itself, though specific items should, occasionally, be

checked and compared with the original invoices.

The reliability of this valuation depends upon the reliability to

be placed upon the persons who take out the inventory and value

the same.

Question 9. In a Balance Sheet you find an entry
"
Interest

and Investments."

Explain this and state what action you would take before pass-

ing it as being correct?

A. The entry
"
Interest and Investments

" would refer to the

investment as an asset and the interest accrued thereon to date of

Balance Sheet. Before passing this as correct, it would have to

be ascertained if the investment was a paying one; and in con-

sidering this the auditor would be guided by its "market value"

or its previous history as shown in the books.

In the case of Companies loaning money where interest earned

though not received is a very important and correct form of rev-

enue, especial care has to be exercised that revenue is not created

by loading up and charging bad advances. Charging up interest

accrued due is very different from interest charged up periodically

on bad advances, the same not being collectable.

The auditor should also require to have some proof as to the

investment itself, and would have to see the scrip, etc., according
to the nature of such investment.

It might be observed that the entry referred to seems a very
unusual one probably

"
Interest on investments

"
is meant, if so,

the answer is included as above.

Question 10. How would you satisfy yourself that all the

liabilities which should be included in a balance Sheet were in it?
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A. Some responsible officer or Member of the firm should

certify that all the outstanding accounts had been included.

The auditor should examine salaries, wages, rent, etc., and see

that all have been provided for to date of balance. Also that pro-

visions have been made for all interest, etc., accrued due, and such

items as auditor's fees, etc. The matter of Contingent Liabilities,

such as Bills under Discount, or Disputed Claims or guarantees

must not be overlooked. The invoices entered after date of Bal-

ance Sheet might also with advantage be examined to see if any

should have been included therein.



CHAPTER XII.

AUDITING.

Question 1. What is the object and scope of an Audit?

A. Dicksee, in his book on Auditing, divides this into three

headings:

(1) The detection of fraud.

(2) The detection of technical errors.

(3) The detection of errors of principle.

To answer this question fully would be impossible here. The

Auditor's responsibilities vary under different circumstances and

in accordance with the instructions given him. Briefly summar-

ized and covering the headings quoted, it may be stated that the

usual object of an audit is that the periodical Balance Sheet may
be vouched for as correct; and in the same way the scope of an

Audit may be looked upon as any investigation or checking which

the Auditor considers necessary to enable him to so vouch that the

Balance Sheet shows the true position of the Company or Firm. In

the case of a Joint Stock Company, the responsibility of the Au-

ditor is more denned than when acting for a firm, where his duties

may be specifically detailed and his Responsibilities limited.

Question 2. You are appointed Auditor for a new Trading

Company, and are asked to draft some general instructions for the

guidance of the office staff with a view to having everything in

proper shape when you begin the audit. Give an outline of what

Avould be embodied in your memorandum.

(145)
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A. The general instructions thus asked for might be to the

following effect:

(1) That a list of all the books in use be prepared.

(2) That the books be regularly balanced each month.

(3) That 'all the vouchers of payments made and invoices be

kept carefully in the order in which entered in the books, and that

no voucher be filed away until initialed or marked by the Auditor.

(4) That all cash received be deposited in the bank, and that

all payments be made by cheque, excepting Petty Cash payments,
which are to be recorded in a Petty Cash Book.

(5) That receipts be given for all cash and remittances received,

and that particulars of same be duly entered in stub of Eeceipt
Book. This would not apply to a Retail Trading Company, where

a proper system of checking cash sales would have to be asked for

in addition to above.

(6) Other instructions might be given apcording to the nature

of the business and also depending upon the completeness or not

of the system of Book-keeping adopted by the Company.

Question 3. (a) What do you understand by the term

"Voucher"? (b) For what entries would you require them? (c)

In what books would items be found for which Vouchers should

be produced?

A. (a) A " Voucher "
is any document which vouches or certi-

fies as to values received or values parted with.

(b) For all entries where cash had been paid, or persons

credited or charged with goods, and as far as practicable for cash

received.

(c) The Cash Book,

Journal or Day Book,

Invoice Book.
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Question 4. What steps would you take to verify the following

Assets of a Manufacturing Company: Cash, Bills Receivable,

Stock, Machinery?

A. Cash,

This would be counted, taking care, where the balance is

large, that a deficiency had not been made good, by cashing some

cheque intended for some other purpose, or using some remittance

for the same purpose. In a periodical audit, the cash should be

counted at irregular periods.

Bills Receivable,

By comparing list of the Current Bills with the Bills themselves.

(See answer to next question.)

Stock,

This question is answered under another question, see page 142.

Machinery,

This question is answered under another question, see page 157.

Question 5. You are auditing tht books of the Brown Furni-

ture Co. State what steps you would take to ascertain whether

there was a sufficient sum charged against Revenue to meet the

probable loss in Book debts.

A. An Auditor is not expected to be infallible, but he is ex-

pected to take reasonable precautions and care that proper provi-

sions for loss are made.

In this case, if he went through the Accounts and Bills Re-

ceivable with the Manager, carefully scrutinizing each account,

being guarded largely by the age of the debt, and the payments

received, and seeing that provision was made for all doubtful debts,

the bad debts having been written off, he would have taken suffi-

cient steps. Probably the best plan is, after writing off the bad

debts to set aside a percentage of the Book Debts each year to pro-

vide for doubtful debts, the amount of such percentage to be fixed

by past experience.

The Auditor also, in checking the Ledger Accounts, would

know in many cases which were bad or doubtful, but it is the duty
and business of the Company to conduct their own affairs.



148 MANUAL FOR ACCOUNTANTS, ETC.

Question 6. (a) How would you determine the propriety of a

dividend?

(b) How would you satisfy yourself that the dividends had been

paid to those entitled to them?

A. (a) It is not the Auditor's duty to determine the propriety of

a dividend. In the case of a Joint Stocl^ Company the responsi-

bility rests with the Directors, who doubtless act on the report of

the Auditor.

The propriety of a dividend may be determined by considering

the following points:

(1) The amount of profit;

(2) Whether this profit is available in cash or has been " locked

up
"

in assets of another nature;

(3) -Whether the cash, if available, could not be far more pro-

fitably left in the business.

(b) By referring to the list of shareholders on the date of paying

such dividend, which would show number of shares held by each,

and thus the proportion of dividend to which each was entitled.

Also by checking the voucher signed for dividend by each share-

holder, or the endorsed
" Dividend Cheque," which had been sent

and was returned by the Bank in due course.

Question 7. In auditing the accounts of a partnership you

find that Green's dishonored note forms part of the balance of Bills

Receivable. Is this correct? If not, state fully what should have

been done with it?

A. This is not correct.

When Green's note matured or became due, it should either have

been charged to
" Overdue Bill Account "

or charged back to

Green's account, and Bills Receivable credited.

Bills Receivable Account should only include current Bills

Receivable on hand, and on the due date of every bill, whether

paid or not, it must be credited to this account and cluirucd t<
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Cash or some other account. In the case of an endorsed note,

where proper notices of dishonor must be sent promptly, the neces-

sity of this can be readily seen.

Question 8. What procedure would you follow in auditing the

Capital Account of a Manufacturing Company, no previous audit

having been made?

A. The Auditor should ask for the previous Balance Sheet, see

that all items composing the same are recorded in the Ledger, and

that the balance to Capital Account at the beginning of the period

to be audited, agreed in the same way.

It would also be necessary to ascertain
"
generally

"
that the

Assets in the Balance Sheet referred to were correctly stated as far

as could reasonably be done, though the auditor could not be held

responsible for the correctness of same.

The Capital of the Company represents the value of the Assets

after deducting therefrom all the Liabilities, so to certify as to the

correctness of this an audit of the business would have to be made.

As far as the Account itself is concerned, the balance to credit

thereof must be ascertained to agree with the balances showing
the Assets minus the balances representing the Liabilities. There

is no practical difference in auditing the Capital of a Manufactur-

ing Company unless perhaps the values of the Merchandise, in its

process from the raw material to the finished article, with the costs

incurred, require some special consideration.

Question 9. What is an Income and Expenditure Account?

Point out in what respect, if any, it differs from an Account of

Eeceipts and Payments?

A. An Income and Expenditure Account,

Shows the value of whole Income, whether actually received

in cash or not, and the whole Expenditure for the same period, whe-

ther paid in cash or due. It is practically a synonomous term for
"

Profit and Loss/'
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An Account of Receipts and Payments,

Is usually a summarized statement taken from the Cash Book
and only shows cash transactions. The latter account therefore, as

compared wiili the former, shows only the Cash received or dis-

bursed. There is also a further minor difference. The latter

account is in reality the Cash Account or
" Cash Book," so the

receipts appear on the left hand side the Income and Expenditure
Account appears as a Ledger Account or accounts, so the receipts

are on the right hand side.

Question 10. In auditing the books of a Manufacturing

Establishment, what voucher would you require for Wages paid,

and how would you satisfy yourself that the Wages List did not

contain the name of fictitious employees?

A. The answer to this question may be obtained by referring to

page 139.

The only satisfactory proof that the Auditor can obtain that

Wages are correctly paid, is, where possible, by seeing it done him-

self, or by insisting that a proper system of internal check is

adopted.

The Voucher for Wages paid is primarily the Wages Sheet,

confirmed by the cheque drawn on the bank, and strengthened by
the evidence that the employees, whose names appear thereon,

actually received the cash.

In small establishments the men commonly sign for their

Wages, in large ones this is not usual. Sometimes vouchers are

given the employees, and these are handed in when they are paid.
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AUDITING.

Question 1. Under what circumstances do you consider

" Goodwill
"

or
" Patent Rights

"
Legitimate Assets? As an Audi-

tor how would you advise such Assets being dealt with year by year?

A.
" Goodwill

"
as an asset, is one which is never or rarely con-

sidered as an available asset, in considering the value of the assets

of a Company. It may, however, be considered as a "
Legitimate

Asset " when it represents the cost of the
" Goodwill

"
paid when

acquiring a business, even if the shares of the Company then

starting have to be considerable
" watered "

in consequence of the

exorbitant or fancy value at which this
" Goodwill "

has been

placed. Frequently, when a partner is retiring, the firm has to pay
a sum for his

"
Goodwill," which then usually appears as an item

in the future Balance Sheets. The item "
Patent Rights," to be a

Legitimate Asset, should represent the amount, less possibly reduc-

tion, paid for the Rights of any Patent.

The Auditor would always prefer to see such assets reduced

from profit year by year, on the principle that they do not usually

represent their actual value. But Assets like these are difficult to

value; the
" Goodwill "

of a business may actually be increasing in

value, and on the other hand -a Company may be formed to sell

goods covered by
"
Patent Rights

"
with the understanding that

when these Rights terminate their business will cease, so the Share-

holders prefer to draw all the profits as they are. earned.

The real principle seems to be that with a Company intended

to carry on a permanent business, when they have acquired such

(151)
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assets as
"
Patent Eights

"
that they should be written off or re-

duced yearly, so as to expire when the Rights run out.

Question 2. Explain fully the items entering into Costs Ac-

count in a Manufacturing Business consisting of three Depart-

ments, each semi-dependent on the other. Give full particulars as

to the method you would pursue to arrive at the Net and the Gross

cost of production.

A. The object of the Costs Account is to enable the Manufac-

turer to ascertain the cost of manufacturing his goods, and their

value when finished.

The various items which have to be considered in arriving at

this cost are as follows:

(1) Wages or Labour
;

(2) The Material used;

(3) The Expenses of the Factory incidental to their manufac-

ture.

What may be called the practical method of ascertaining this

cost is now receiving some attention at the hands of our Manu-

facturers. It is admitted that it is only a crude way to take a

sample article and to value it by ascertaining the cost, from the

report obtained from foremen and expert workmen, and then

thereafter to take that as its future value or cost. There are many
who keep their books in the most crude way, and look upon high-

class Book-keeping as a fad; yet the firm who adopts the best way
will hardly be content to go back to old methods.

Most merchants arrive at their gross profit by adding to the

cost of the Raw Material the other items mentioned as above, and

then deducting therefrom the Material on hand, etc.

The system of Costs Accounts is a practical and accurate

method of ascertaining the cost of each article manufactured.

As to ascertain the details of "Accounts Receivable" wi refer to
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the Accounts Receivable Ledger, so to ascertain the details of the

manufactured goods we turn to the Costs Ledger.

To answer this question fully would not be possible here, and

all that can be attempted is to sketch the outline of the system

followed avoiding as far as possible any technical terms.

The books required to collect the items Wages and Material,

showing the cost of converting them into the manufactured article

are

An Order Book.

A Wages Register Stores Register.

A Costs Ledger.

Certain goods are to be manufactured. Each workman keeps

a record of his time and shows on a slip the number of hours ex-

pended on each job (except he is working on the piece-work prin-

ciple). Each job is numbered in the Order Book, and it is known

by its number. This information, viz., the time on job, is recorded

in a Register, and if there are a number of men employed thereon,

for convenience sake, a column in Register will be set apart for its

use, or it is taken direct from the slips. By this means we arrive

at the cost of the Wages.

Similarly when the foreman starts the job he calculates what

Material he will require and apportions such to the workmen.

This Material is duly charged.

Now, to find the value of item (3): The Expenses of the Fac-

tory this is not as exact an item as the two former, as it can

readily be seen that if the Factory is busy the percentage will be

lower than if the contrary be the case. A Factory can turn out

10,000 articles at a lower cost than 5,000.

This expenditure must then be estimated and may be under-

stood as follows: If one day's expenditure be estimated at $10.00,

and three jobs have been completed with 50, 25 and 25 hours of

labour expended on each job, one would be charged $5.00 and the

others $2.50 each, this is the principle, though the basis is not a

perfect one, and it is hard to find one, as one man's one hour may
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be worth, from the work he turns out, another's one and a half

hours.

Now, to focus these items and bring them into the books, again

not full details but the principle can only be shown.

When the Material is bought it is charged to Merchandise in

the General Ledger and charged to Stores in the Costs Book simi-

larly with the other items. Now let us charge up our jobs in the

Costs Ledger. Turn to the Wages Register and charge job with

wages, showing time and cost from it. Any other orders can also

be charged if we are posting up for a period.

When charging these accounts credit Wages Account.

Similarly charge up items (2) and (3). Let us then assume

that the Factory is handing over this work to the Warehouse. The

goods will in the Costs Ledger be severally credited to their ac-

counts at the figures therein shown and charged to the General

Ledger Account.

The Cost Ledger being kept on the principles of double entry

will always balance.

In the General Ledger charge manufactured goods and credit

the Costs Ledger Account or Merchandise.

The following entries will explain purely fanciful figures are

used to show how the items are treated:
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COST LEDGER ACCOUNTS.

Dr. GENERAL, LEDGER ACCOUNT. Cr.
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Take a Gas Company where the making of the gas involves a

necessary outlay in coal after the gas is made, from the material

left most valuable products can be obtained, and it is also valuable

in itself as coke. Let us suppose that the gas is made at a loss in

Department No. 1. Department No. 2 makes a handsome profit

out of the Dyes manufactured. Department No. 3 treats the coke

and likewise pays.

It is simply a matter of book-keeping to charge Departments
No. 2 and 3 for the material used and credit Department No. 1.

Similarly in Furniture Making.

Material over and useless in one department could be used with

profit in another department charge second Department for ma-

terial, or treat the profit made as belonging to Department No. 1.

The terms Net and Gross Cost of Production are difficult to

define. Authorities have hardly yet fixed terms so clearly as in

Book-keeping pure and simple.

The Net Cost would be plus the Factory charge as explained.

The Gross Cost with only Wages and Material.

Question 3. In taking Stock what valuation is a Manufacturer

justified in placing upon goods in the process of manufacture,

finished stock, unsold and finished stock sold but not delivered?

Give reasons for your answer.

A. The Manufacturer is justified in valuing his unfinished stock

at what it has cost him to bring it to its present condition, and his

finished stock at the actual cost of production, plus the Manufac-

turer's profit; he should not however anticipate his trade profits,

and occasionally might have to make allowances for depreciation

in values.

Dicksee states,
" The only point to remember is that, while a

manufacturing profit is earned only when the manufacture is com-

pleted, a trading profit is only made when a sale is completed.

Neither profit must be anticipated, but it does not appear to be

invariably essential that manufacturing profit should be held over

until a sale has been effected."
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As regards "finished stock sold but not delivered": Surely

it is usual to charge the purchaser when goods are sold and not to

wait until they are delivered. The Manufacturer would not include

such items in stock, even if the goods were sold C.O.D., and it was

not considered prudent to anticipate the profit, this would be pro-

vided for in another way. The value of this
"
sold stock

" would

be included in his assets under the heading of
" Book Debts," or

possibly as
" Goods Sold C.O.D."

If, however, we are to understand that this item
"
finished

stock sold but not delivered," means that the goods are sold, but to

be delivered at a future fixed date, the Manufacturer should value

them as
"
finished stock

"
only, as the trading profit will belong to

the period in which they are actually delivered.

Question 4. What do you consider the best system for arriving

at the depreciation to be written off or provided to redeem the follow-

ing assets:

(a) Fixed or Permanent Machinery.

(b) Loose Machinery, Utensils, Tools, Implements, etc.

(c) Office and Shop Furniture and Fittings.

(d) Horses.

(e) Leasehold Property.

(f) Goodwill.

A. (a) Fixed or Permanent Machinery.

Charge all repairs and renewals of parts to Revenue. Write off

annually to Depreciation from 7^ per cent, to 12Vz per cent, from the

reducing balances, the rate depending on the nature of the Ma-

chinery. In the case of Boilers, 10 to 15>^ per cent, should be

written off, as they wear out more rapidly. Regard also should be

had as to the adaptability of the Machinery to its requirements,
and if it is becoming obsolete, it must be thoroughly revalued and

the difference written off, see page 141.
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(b) Loose Machinery, Utensils, Tools, Implement, dr.

These should be revalued annually. A good method is to keep
a Stock Ledger Account of these, and always insist on the old Tools

being handed up before fresh ones are given.

A hard and fast rule cannot however be laid down where con-

ditions may be so entirely different and dependent also upon the

size of the factory.

(c) Office and Shop Furniture and Fittings.

Deduct say 7 per cent, on the reducing balances.

(d) Horses.

No percentage rate of depreciation can be laid down; experience

alone will give this for the particular business. The safest plan i>

to revalue the Horses periodically., and this should not be a difficult

matter.

(e)Leasehold Property.

If the lease is a short one, the amount to be written off annually
is a simple matter. In the case of a long lease, the amount to be

written off each year is virtually an annuity, which will replace

the investment, or the cost of the lease and interest thereon, at

the end of the period. It would be a wise precaution to create a

sinking fund for the purchase of fresh property, but this is not

usually done. Where there are buildings on the property, this

depreciation, or a part of it, will be charged as rent, see page 110.

(f) Goodwill

Is an Asset that is usually of most uncertain value, and as such

it is always satisfactory to see it written off by surplus profits. Hut

it cannot be said that it depreciates necessarily in value; on tin*

contrary, it may be steadily appreciating.

In valuing the Assets on a Balance Sheet, generally speaking,

it would not be considered, and would not be looked upon as an

available Asset. Under these circumstances then, the Auditor is

not called upon to ask that any sum be set aside to meet the <!-
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preciation of
"
Goodwill," it is entirely in the discretion of the

Management to deal with this Asset.

Question 5. A Joint Stock Company whose Capital has become

greatly impaired but which is at last making a small profit wishes

to write off half its Subscribed Capital in order that it may be

able to pay a 6 per cent, dividend. The Stock is fully paid up.

What steps are necessary to be taken in order to do this, and what

entries would you make in the books to record the transaction?

How will this affect each Stockholder's liability?

A. Only an outline of the procedure is here given, full details

can be obtained by referring to the Act R. S. 0. cap. 191, sections

18 to 21.

A special general meeting must be duly summoned for the pur-

pose of passing a by-law, which must be carried by a majority of

two-thirds in value of the Shareholders present. A proper peti-

tion would then be made through the Provincial Secretary for the

authority of the Lieutenant-Governor to reduce the Capital as pro-

posed. If this is granted, then the entries in the books would be

as follows:

Debit Capital Account to the credit of "Impairment and De-

ficiency Account/' The debit balance to Profit and Loss Account

can then be written off to this Deficiency Account.

In the Stock Ledger each Shareholder will have his holdings

reduced by 50 per cent.

The 6 per cent, on the reduced Capital will then be paid in the

ordinary way.

The question asks how this will affect each Shareholder's

liability. The shares being fully paid up, there was no liability

before, and there is none after the reduction. The Company's

liability to its creditors is not altered, and if the 6 per cent, divi-

dend is being improperly paid the Directors would be responsible.

Question 6. To what extent do you consider it an Auditor's

duty to examine into and report upon the Stock Inventories and

the mode in which the Stock has been taken and valued?



160 MANUAL FOR ACCOUNTANTS, ETC.

A. For the answer to this question see page 142; adding thereto:

The Auditor would also be guided by noting the percentage of

Gross Profits as compared with previous years. If this showed any
marked increase it might tend to show that the present valuation

was excessive.

Question 7. Set out in detail the form of Balance Sheet (with-

out figures) you consider best suited to show the position of an

ordinary manufacturing Joint Stock Co.

BALANCE SHEET OF THE MANUFACTURING CO.,
As on . . . . 1898.

Liabiities.

Nominal Capital shares of
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(c) Commission on an Issue of Debenture Stock.

(d) Brokerage on the Purchase of an Investment.

(e) Accrued Interest or Dividend included in the Cost Price

of an Investment.

(f) Preliminary Expenses on the formation of a Company.

(g) Minimum Royalties Paid but Unearned. Recouperablc out

of Future Workings.

(h) Cost of Removing a 6-inch Gas Pipe to another locality and

replacing it with a 9-inch pipe.

Give your reasons fully in each case.

A. (a) Premium given for a Lease.

Should be Capitalized, and an amount written off yearly for

Depreciation, as each year this asset decreases in value.

(b) Costs attending a Mortgage.

Should be charged to Revenue, whether paid in Cash or included

in the Mortgage. It might be argued that the cost could be spread
over the term of the Mortgage, but this would be far-fetched and

not practical.

(c) Commission on an Issue of Debenture Stock.

Should be charged to Revenue, but it might be distributed over

so many years, on the principle that the Capital thus introduced

into the business was required and worth the cost of obtaining. If

the Debenture were "
permanent/' the amount might be treated

as an Asset.

(d) Brokerage on the Purchase of an Investment.

Might be included in the Cost of the Investment. In this case

one would have to be guided by circumstances.

(e) Accrued Interest or Dividend included in the Cost Price of

an Investment.
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The best plan would be to charge the Investment pro tern, with

the amount paid, adjusting the account to its value, ex dividend,
when the Dividend or Interest was actually paid.

(f) Preliminary Expenses on the Formation of a Company.

Should be Capitalized and should afterwards be reduced from

Profits, so as to distribute this expense over say two or three years.

This is not however compulsory, as it appears this may remain as

an Asset, though certainly a most unsatisfactory one.

(g) Minimum Royalties Paid but unearned) recuperaUe out of

future workings,

May be charged to Capital Account and repaid by being charged
to Revenue Account when the

"
future workings

"
are realized.

(h) Cost of Removing a 6-inch Gas Pipe to another Locality and

replacing it with a 9-inch Pipe.

Charge the cost of removing 6-inch pipe and replacing same to

Revenue Account. Capitalize the difference in value between the

9-inch pipe and the 6-inch pipe.

When 6-inch pipe Is placed in new position it can also be capitalized at its value.
If this is done simultaneously with putting in the 9-inch pipe, it will be sufficient to

capitalize value of latter only.

The Asset is increased in value, and this increase in value may
be Capitalized, but the costs are a charge upon Revenue for the year.

Question 9. Explain the difference between a
"
Sinking Fund

"

and an ordinary "Reserve Fund." How are each created and for

what purposes? Many persons contend that a Reserve Fund to

be of any value should always be specially invested. State your

opinion fully on this point. Are these Funds Assets or Liabilities?

And why?

A. A "Sinking Fund" is a fund set aside and specially invested.

The object of this fund or investment is to meet some known

Liability coming due, such as debentures, or to replace some de-

preciating Asset, such as a leasehold property. While a Sinking

Fund is formed for a definite purpose, and is taken from Revenue

or Profits; a Reserve Fund, which is created from Profits, is formed

to provide for unforseen contingencies and Trade losses.
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In considering what a Reserve Fund is, care has to be taken

to distinguish between Undivided Profits and Reserves set aside

for specific purposes, such as
deprecation, provision for doubtful

debts, etc. The latter should be always shown in the Balance

Sheet as far as possible, deducted from the Assets they refer to.

As to whether a Reserve Fund should be specially invested or

not depends largely on the nature of the business. In the case of

Financial Institutions it would unquestionably be of advantage

that the Reserve Fund should be represented or set off by gilt-edged

investments.

In a Trading Business it is usually treated, and in the opinion

of the best authorities wisely so, as so much extra Capital to be

retained therein. The larger profit it would thus enable the busi-

ness to earn seems to show a self-evident proof of the wisdom of

this course. It might, however, be assumed that extra funds were

not required, then some suitable investment would naturally be

looked for.

"
Reserve Fund Account "

is a Liability, being so much due out

of the Assets of the proprietors, and appears as such in the Balance

Sheet. The Sinking Fund is an Asset and appears in the Balance

Sheet, showing the investments thus set aside and "
ear marked "

for some specific purpose, corresponding with the amount to a

Sinking Fund Account.

Criticise the following statement:

Liabilities.
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A. The position of the Company thus shown is very involved.

First, looking at what might be termed their
"
Liquid Liabilities,"

assuming that the Loan and Debentures are not due for some time,

we note: That there is an Overdraft at the Bank, and Sundry

Creditors, and no Liquid Assets to meet same, or to provide interest

on the Loan, etc.

The "
Asset/'

" Land and Buildings
"

might realize 50 per

cent, on forced sale.

The Sinking Fund valued at $6,000 may or may not be well

invested, we are not told.

The Unexpired Insurance can scarcely be valued at anything.

The Surplus Fund Invested by the Treasurer: This cannot be

explained Where are the Investments? certainly not amongst the

Assets. It is rather difficult to criticise such a statement, one feels

more inclined to criticize the person who prepared it.

A noticeable feature also in the business is that there appears
to be no Capital represented, unless it is to be supposed that this

has all been wiped off by losses, which have been charged to
"
Capi-

tal Account "
itself.

The statement has been criticised and it is somewhat satisfac-

tory to feel that it is not a real one the Auditor has been asked to

pass an opinion on.

Question 10. How would you treat in the Balance Sheet:

(a) Provisions for Bad and Doubtful Debts.

(b) Contingent Fund (which is the amount charged against
Profit and Loss on account of Depreciation of Plant).

(c) Partners' Capital Account.

(d) Unused Premiums of Fire Insurance.

A. (a) Provisions for Bad and Doubtful Debts.

This amount should be deducted from the Asset showing
" Ac-

counts Receivable " and "
Bills "Receivable."
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(b) Contingent Fund.

In a similar way deduct this amount from the balance of
"
Plant

Account," on the Asset side of Balance Sheet.

The student might note the answer to Question 9 in this paper,

referring to
"
Beserves," which is exemplified here, and under

heading (a).

(c) Partners' Capital Account.

Either show the Net Balance taken from the Ledger after all

the entries have been passed, or set each Partner's account out as

follows:

Balance $
Less Drawings for period

Add Interest on Capital (if any) .... $
Add Profit or Deduct Loss

$.

(d) Unused Premium of Fire Insurance,

Would appear as an Asset on the Balance Sheet.



CHAPTER XIV.

AUDITING.

Question 1. You are appointed Auditor for a Limited Com-

pany which has just commenced business. What books and docu-

ments, if any, would you call for, in addition to the regular books

of account, and for what purpose would you require them?

A. Those known as the Statistical Books, which consist of:

1. Book containing copy of Letters Patent.

2. Eegister of Shareholders, giving particulars as to shares

issued, calls made, etc., also addresses of Shareholders.

3. Kegister of Directors, giving date of appointment, names

and addresses.

4. Eegister of Transfers.

5. Stock Ledger.

6. Minute Books.

The object of requiring to see these books would be to ascertain

that the necessary steps and records required by the Act under

which the Company was incorporated, had been properly attended

to as far as these concerned his audit. It would be sufficient if the

first five books enumerated were all included in one book.

Further, he would require to refer to these books in auditing

the Stock Ledger, to see that the shares had been properly allotted,

and issued according to the deed of incorporation, and also that

all the shares issued had been paid for as specified, etc.

Question 2. State in detail what evidence you would require

of the accuracy of the books of a Savings & Loan Company, as to

(166)
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the accounts of Mortgagors, Depositors, and Debenture Issues.

What irregularities would you expect to find in such accounts?

A. All the items composing these accounts should be compared
and checked with the original Books of Entry, and the Accounts

themselves should be added up to prove their correctness. In the case

of Mortgagors' Accounts, evidence would have to be obtained of

advances made, viz., that the Mortgagor obtained the loan. The

Mortgage would have to be examined to see that it had been pre-

pared and registered by the Company's solicitors, and that the

deeds were with it. The Policy of Insurance, if any, should

be examined to see if the Mortgage is recorded thereon and that the

policy is in force. The valuation of the property mortgaged should

be ascertained from the valuator's report.

Some evidence should be required as to payments made by the

Mortgagor, whether on account of principal or interest. A peri-

odical statement sent to the Mortgagor, asking for his reply, is the

best form of check on these Accounts, as irregularities have usu-

ally consisted in not crediting Mortgagors with payments made by
them. Where Mortgagors have a pass book supplied them this

would form a basis of check.

In checking Depositors' Accounts, the Pass Books would be

regularly inspected, compared and initialed, noting if deposits

tare regularly made, as the case may be, care being taken that all

the books are exhibited. The Auditor should look to the Manage-
ment to examine these books as they come to hand direct from the

Depositors. In cases where deposits are made for a fixed period
and a receipt, known as a Deposit Receipt, is given therefor, the

Auditor will carefully examine the stubs of the Receipt Book with

the Company's books, especially comparing the matured receipts

therewith and noting that there are no -missing receipt forms. In

this form of deposit where fraud has been effected, the receipt
issued was for the correct amount, but the stub only recorded the

amount passed through the books. In Depositors' Accounts, irregu-
larities would consist in wrong charges being made, or credits

omitted ,and if there are irregularities and the books all agree, the
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Depositor himself, by being asked to examine his Pass Book, affords

a check, which is the only conclusive one, apart from the Com-

pany's books. Some Depositors, where a monthly payment is due,

pay in advance, this requires careful examination.

As regards Debenture Issues, the Auditor would require evi-

dence that the amount that the Debenture realized was entered in

the books, which would not necessarily be their face value. The

interest upon the Debentures would have to be checked, and

vouchers for payments produced, etc.

As part of this audit, when a fresh issue of Debentures was

made, the Minute Book would be referred to for the purpose of

ascertaining the authority therefor. In the case of Loan Com-

panies, where the Issue of Debentures is limited in proportion to

their Capital, it would have to be seen that this limit was not ex-

ceeded.

Where Debentures are issued from a book the stubs would be

carefully examined, etc. Stubs should always be initialled by the

men signing the Debentures or Receipt issued.

Question 3. In auditing Municipal Accounts how would you

satisfy yourself that all amounts paid in on account of Taxes, had

been duly entered in the Cash Book? Suggest any forms of Ac-

counts or Voucher that would be conclusive on this point.

A. In auditing Municipal Accounts, the general principles gov-

erning all audits must be observed, and it might be here noted that

no audit can be worth much unless the Auditor is, or makes him-

self, thoroughly acquainted with all the details appertaining to the

Accounts and Books and the method of procedure of the business

or institution he may be auditing. He would also require to know

the laws or regulations governing such business or institution, and

in this question it is observed that the particular class of Munici-

pality is not indicated. While the principle remains the same, a

different procedure might be necessary in the case of a large city

Municipality or a rural one, etc.

In ascertaining then whether all the Taxes had been entered in

the Cash Book, the procedure would IK- to trace them 1<> their
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nal source as far as possible. In this instance, the information can

be obtained from the Collectors' Rolls, which contain the complete

list of taxes to be collected, and which are prepared from the As-

sessment Rolls after revision and after all appeals for alteration in

Taxes have been duly settled and the Rates struck. The Col-

lectors have to hand over the Taxes collected at stated intervals to

the Treasurer, whose duty it is to enter them in the Cash Book,

giving the Collectors a receipt therefor. These acknowledgments
would afford additional vouchers to check the Cash Book with.

The following points may then arise:

(1) That the Treasurer had or had not entered all the Cash

received by him from the Collectors.

(2) That the Collectors had not accounted to him for all the

Taxes collected by them.

The Auditor's duty is to ascertain that all the Taxes collected

have been accounted for. The question says to
"
satisfy yourself/'

It is feared that the majority of Municipal Auditors easily satisfy

themselves on this important point, and in fact never audit such

receipts beyond merely checking the additions of the Cash Book.

This tracing of Taxes moreover is not an easy matter and involves

.a great deal of work. In all audits it i? far more difficult to trace

a Cash Receipt which has been omitted to be entered in a Cash

Book than it is to audit the payments, though unfortunately few

Auditors attach the importance to this that should be given. When
the Cash is received, a stub giving the details of the Receipt given
should be kept, and these stubs consecutively numbered can be

compared with the Rolls; and apart from this, to ensure a practical

proof of the correctness of the Taxes received, the following pro-
cedure could be adopted with advantage.

(a) From the Cash Book note the total amount of Taxes re-

ceived.

(b) From the Collectors' Rolls make out the total of Taxes to

be collected.

(c) From the Collectors' Report of Taxes which they are unable

io collect, make out Taxes in arrear for current year.
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Then (a) + (
c
) should = (b). If (c) is not available no con-

clusive proof can be given that all the Taxes as collected are ac-

counted for.

Further, the Auditor should be satisfied that the arrears are

correctly carried forward into the Collectors' Eoll for the following

year.

Although the Act prohibits the Treasurer from mixing such

Eeceipts with his personal cash, it is too often done through care-

lessness. In fact, Treasurers have lost money by crediting too much
to the Municipality, though certainly it is often the other way. A
clear system of arriving at the total Taxes to be accounted for, as

has here been attempted to be explained, would be a boon to most

Treasurers, and should be permanently recorded.

Question 4. The accounts of an Executorship Estate, compris-

ing Cash, Mortgages, Shares and Real Estate, are presented to you
for audit. You find that a Cash Book only has been kept. You
are handed the Vouchers for payments, the securities and the Bank

Pass Book. What are the successive steps to be taken to satisfy

yourself that the Trust has been faithfully executed.

A. A copy of the will should be examined and a memorandum
made of all legacies, annuities, specific bequests, and other directions

contained therein.

In auditing the Cash Book, the Auditor would have to ascer-

tain that all amounts due to the Testator at the date of his death

had been collected, or accounted for; that all the interest on the

Mortgages and Shares and Rents had been accounted for; that all

the legal debts owing by the estate had been paid, and that they

agreed with the vouchers handed in; and, further, that the cor-

pus represented the true amount. The Auditor would also ascer-

tain that the terms of the will had been carried out, the proper
legacies paid, etc., and that all duties had been paid.

As a matter of course, all the items in the Cash Book would be

checked and compared with the vouchers. He would also see that

the Securities and the Balance in the Bank Pass Book represented

the undistributed portion of the estate.
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The apportionment of the estate between Corpus and Income

would have to be carefully examined, if there were residuary

legatees.

Question 5. What may occur to throw suspicion on the ac-

curacy of alleged balances in the Bank, and what conclusive tests

would you apply?

A. It is somewhat difficult to know what is meant by this

question.

Has a want of confidence arisen in the Cashier from his

mode of life, etc ? or has the Auditor in the course of his work noted

discrepancies when checking the Bank Pass Book with the firm's

books. Again, he might have noted that the Pass Book had been

altered, or that the dates of entries did not correspond. Whether
his suspicions were aroused or not, the conclusive tests he would

apply would be as follows:

To compare the Eeceipts and Payments with the Bank Pass

Book and Bank Vouchers, and see that the balances agreed with

his client's books, allowing for and scrutinizing all outstanding

cheques right up to date. He would verify the correctness of the

Bank Book by taking it himself to the Bank to see that it had not

been tampered with.

An Auditor counts the cash, not that he suspects fraud, but

that he may be enabled to verify as to its correctness, and so right

through his audit.

Question 6. Your are required by the Inspectors of an Insol-

vent Trader's Estate to verify the Trustees's Accounts. Stocks of

Merchandise and Real Estate have been sold, Book Accounts col-

lected, and there have been Losses upon discounted paper. There
are disputed claims, both preference and ordinary. Dividends have
been declared and paid. Detail your audit and what would your
report to the Inspectors specifically mention?

A. The Accounts would be audited first as to their clerical cor-

rectness; then the vouchers would be examined for all payments-
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made, and care taken that they were all properly authorized. The

Receipts would be carefully examined to see that they included the

proceeds of the Stocks and Merchandise and Real Estate sold; that

the proceeds of the Book Accounts realized have been all properly

accounted for, in other words, that the Assets of the Insolvent

Estate are represented by the payments made, including the Divi-

dends, the Cash on hand and the Deficiency or Loss incurred in

realization.

The Auditor, too, would examine the disputed claims, and pos-

sibly might throw some light thereon, though it might not be his

duty to adjudicate thereon.

In his report he would state whether or not a fair sum, in his

opinion, had been realized on the sale of the Assets, and would

certify as to the correctness or not of the Accounts as handed to

him, stating further that he had examined the Cash on hand set

aside for the disputed claims, and found it correctly deposited or

not in the Bank, and that it was sufficient for the purposes re-

tained. He might also recommend a course to be adopted as to

these disputed claims, showing how they should be properly classi-

fied and the precedence to be observed in settling the same.

Question 7. What Check would you have upon Fictitious

Entries showing purchases, also returns of goods sold?

A. The examination of the Invoices themselves, with the en-

tries in the Invoice Book, specially noting that they were initialled

by a responsible officer or member of the firm as vouching for the

receipt of the goods.

The same principle would apply in checking returns of goods

sold. A register of such goods returned should be kept, and the

person receiving back the goods should acknowledge the same.

In considering the question of Fictitious Entries, the matter of

collusion should be looked into. Where different departments are

conducted by different men the risk is much minimized. In lanr 11

establishments properly conducted, the Cashiers have little op-
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portimiiy of passing Fictitious Entries and getting them "
pro-

perly
"

certified to.

In cases where duty is paid, this affords a check on the pur-

chases, also freight charges, etc., but in actual practice this is diffi-

cult to apply.
- When fraud is known to have existed and the

Auditor is specially looking therefor, it is a different matter.

Question 8. What precautions do you deem necessary in ascer-

taining the list of Shareholders entitled to vote at an annual meet-

ing of a Company?

A. The list of Shareholders, as on date of annual meeting,

may be described as the Trial Balance of the Stock Ledger, and the

total thereof, will, or should, if correct, agree with the Capital Sub-

scribed.

By comparing the Stock Ledger, first with the original shares

issued, and calls (if any) subsequently made, seeing that none of

these were in arrears, and checking all transfers made, sufficient

precaution would have been taken.

Consequently, calling off the list with the Stock Ledger and

checking the additions, would be sufficient check.

Question 9. In a Private Banking Institution, how would you
ascertain the amount for which checks had been charged to De-

positors' Accounts, but not presented for payment.

A. The only wr

ay this could be ascertained would be by calling

over the Depositors' Accounts with the Cash Books, carefully noting
the cheques which were not

"
ticked

"
in the Ledger. The cheques

thus charged, and shown to be unpaid as far as the Banker was

concerned, could be summarized and recorded.

This total would enable the balances in the Depositors' Ledger
to be balanced with the Depositor's Account in General Ledger.

Question 10. You are required to audit branch accounts of a

Trading Company so far as practicable without visiting the

branches. Can this be performed so as to ensure substantial ac-
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curacy, and if so, what would be your instructions respecting the

information to be furnished?

A. It can in certain businesses, especially where the selling

price of goods is fixed; but there should be some system of check

inaugurated by the Company itself, such as a periodical inspection

of Stocks by their Inspector, proper record of sales kept, etc.

The Auditor would instruct that each Branch furnish daily or

weekly returns, showing the exact business done, on a form to be

specially prepared. The return would also show Receipts and Ex-

penditure, which would be embodied in the Branch Account.

In the Head Office Ledger a separate account is opened for each

Branch, and with advantage, in column form. Each Branch should

be instructed to remit periodically to the Head Office all the Cash

received. They would be allowed a certain standing amount of

Cash for Expenses, and when sending forward the Cash for their

Receipts, would also submit a statement for their Expenditure (as

authorized for Expenses, Wages, etc.) with the Receipts, in return

for which the Head Office would send them their cheque, thus

replacing their Cash on hand to the proper amount. By this means

each Branch Account would show in the Ledger on the Credit side

all .the Cash received, subdivided into suitable headings; and on

the Debit side the amount of cheque remitted, also subdivided into

Merchandise, Expenses, etc.

When Merchandise was sent to a Branch, the Branch would be

charged under Merchandise column, and they would respond by

crediting the Head Office, etc. Under this system, which by the

way is not a theoretical one, but one in actual practice and working

well, the Auditor can practically check the Accounts at the Head
Office.

Careful scrutiny into the Accounts themselves will show if

the results at the end of the year, or period, fairly tally with the

business done.



CHAPTER XV.

INSOLVENCY.

Question 1. State the main provisions of the statute govern-

ing the Winding up of the Estates of Insolvent Traders in Ontario?

A. The main provisions of the statute, viz., the Assignments and

Preferences Act, are as follows:

That confessions of judgment, cognovits, etc., in fraud of credi-

tors, are void.

That assignments, etc., in prejudice of creditors, are void.

That all assignments for benefit of creditors are under the Act.

That property improperly disposed of can be recovered for the

creditors.

Providing for the ranking of claims of creditors, appointment of

assignees, steps to be taken, etc.

Providing that assignments take precedence of executions.

As to meetings of creditors, voting, proofs of claims, accounts

and statement, what claims are preferential, etc.

As to dividends and remuneration of Assignee and Inspectors.

As to examination of Assignor, his affairs and accounts.

Question 2. A trader places his estate in your hands, consisting
of the following: Eeal Estate $10,000, mortgaged for $6,000, and

interest overdue $300, interest accruing $120. Merchandise $8,000.

Fixtures $250. Merchandise in Warehouse, $1,000, hypothecated
for $300. Book Accounts, good, $1,500, doubtful $500, bad $3,000.

Bills Receivable held by Bank $1,400, subject to an advance of

(175)
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$1,050. Cash $25. His liabilities in addition lo the above secured

claims are: Eent $200, Taxes $70, Wages $125. Unsecured or

Ordinary Claims (A.) $4,700, (B.) $3,200, (C.) $3,050, (D.) $1,850,

(E.)-$800, (F.) $650, (G.) $225 (H.) $40. There La also ;m Un-

secured Disputed Claim of (K.) for $300. Prepare a statement for

the meeting of creditors.

STATEMENT FOR MEETING OF CREDITORS.

Gross
Liabili-

ties.
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Question 3. What is the voting power of the several creditors

of the estate at the meeting referred to, and how is this ascertained?

A. The votes of creditors are calculated as follows:

For every claim of or over $100 00, and not exceeding $ 200 00, 1 vote
" 200 00,

" " 500 00, 2 votes
" 500 00,

" "
1,000 00, 3 "

" additional 1,000 00, or fraction thereof 1 vote

A creditor, however, whose vote is disputed, shall not be entitled

to vote until he has filed with the Assignee an affidavit in proof
of his claim, stating the amount and nature thereof, and proper
vouchers.

The Secured Creditors would rank as regards voting on the value

of their unsecured claim (if any); that is, on the difference between

the admitted value (see section 20, clause 4 of the Act) of the

security and the gross amount of the claim.

Applying these rules to the estate referred to, the Creditors

would vote as follows:

A. 7 votes.

B. 6
"

C. 6

D. 4 "

E. 3
"

F. 3
"

G. 2 "

H. "

K. 2 "
subject to his making a proper affidavit proving

claim.

Question 4. The Creditors decide to wind up the Estate. The
Real Estate, Merchandise and Fixtures and Merchandise in Ware-

house are to be sold by auction, and the Book Accounts collected.

This having been done, they realize respectively $8,400, $4,800,

$200, $560, and $1,900. The Bank realizes $1,250 from their

securities. The expenses are : Assignee $200, Advertising $150,

Auctioneer $270, Taking Stock $40, and Sundries $25. Prepare
a Statement showing the Assignee's Account with the Estate, pro-

perly classified for the consideration of the Inspectors.
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A. STATEMENT BY ASSIGNEE, SHOWING RESULT OF REALIZATION
OF ASSETS.
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Unsecured Creditors paid' as follows, receiving a Dividend of 60

cents on the dollar. Memo. No further mention being made of

the Unsecured Disputed Claim, K. $300, it has been assumed that

it has been settled at $91 cash.

A., $4,700 00 receives $2,820 00

B., 3,20000
"

1,92000

C., 3,05000
"

1,83000

D., 1,850 00 "
1,11000

E., 80000 " 48000

F., 6500.) " 39000

G., 225 00 " 135 00

H., 4000 " 2400

$8,709 00

Question 6. The Encumbered Assets of the Estate failing to

realize the amount of such encumbrances respectively, what is the

position of the parties and the Estate with respect to these several

matters?

A. In this Estate there are three Creditors, who are respectively

secured as follows:

Debt. Value.

Mortgage, Real Estate $6,420 00 $10,000 00
"

"

Mdse 300 00 1,000 00

Lien on Bills 1,050 00 1,400 00

In general practice, when there is a good margin of security

*as in this example, the Assignee, acting under the authority of the

Creditors, would arrange with the Secured Creditors as to the dis-

posal of it, and the Secured Creditors would be paid in full as a

matter of course, or the Assignee could pay the debt and take the

property. The Debtor can only assign the equity of redemption,
and the Assignee might sell the property subject to the Mortgage.

In the question now being answered, we are asked to consider

the position of these Creditors if their securities failed to realize

the amount of their claim.

First, we will assume a fresh valuation of the securities, which
will probably leave very little margin over the pebts, if any.
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In cases where the Secured Creditor, anticipating that the

security will not cover his Debt, puts in a claim for the Debt; he

is required to value his security.

The Assignee may agree with this valuation and the Creditor

would then rank as an Unsecured Creditor for the difference be-

tween his total debt and the amount of valuation, or the Assignee

may require the Creditor to assign his security at an advance of

ten per cent, upon the value so specified, to be paid out of the

Estate as soon as such security is realized.

The Bank would also put in its claim in a similar way, but the

security being based on negotiable instruments, the claim can be

amended on the maturity of any of the bills.

Supposing Mortgagee valued his security at $5,000, and the

debt was $6,420, if the Assignee agrees with this valuation the

Mortgagee can rank as Unsecured Creditor for $1,420. Should the

security realize at the sale referred to $5,500, this Creditor would

receive all of it, and rank then as Unsecured for $920. Supposing,

however, the Creditor valued the security at $4,500, the Assignee
could act as before or make him assign the security to him (the

Assignee) at $4,950 (valuation with advance of ten per cent.), he

would then rank as Unsecured for $6,420 $4,950=$1,470; and

would receive the $4,950 when security was realized, whatever it

sold for.

Further, if the Creditor valued his security at say $6,000, the

Assignee being satisfied that the valuation was a full one, could,

un.der the authority of the Inspector or Creditors, let him retain

the security and prove for the $420.

Question 7. It is learned that the Insolvent is also a partner
in another business. How would you exhibit this interest in the

Statement prepared for the Creditors?

A. The Act provides that on a motion passed by the Creditors

at a regularly called, meeting or on the request of the majority of

the inspectors eitfier in writing or by resolution, tin- Assignee can
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demand a proper Statement of the Debtor's affairs and his position

in the partnership.

This would appear in the Statement either as an Asset or a

Liability, probably the Insolvent would himself estimate the amount

in the Statement and the Assignee's duty would be afterwards to

confirm, as above, such valuation, etc.

Question 8. The aforesaid Estate having been that of an in-

corporated Joint Stock Company, with Capital Stock subscribed

$10,000, paid in $6,000 as follows:

L $2,000 00, paid in $1,800 00

M 30000,
" 30000

N 3,00000,
" 90000

2,00000,
"

2,00000
P 2,70000,

"
1,00000

what alteration, if any, would be made in the form of statement

prepared for the creditors?

A. The form of Statement would be the same, with this addi-

tion, viz., that the Assets would be increased by an item of $4,000

(subject, of course, to realization). This Asset might be described

as amount due by Contributories on their Stock.

The Asset would then be shown at $18,210.00 (see answer to

Question 2).

Question 9. What is the procedure in dealing with Share-

holders in winding up a Joint Stock Company.

A. The Liquidator settles the list of Contributories.

(a) Every Shareholder is liable to contribute the amount un-

paid on his shares of the Capital.

(b) Where 'a Shareholder has transferred his shares under cir-

cumstances which do not by law free him from liability in respect

thereof, or where he is by law liable to the Company or its Con-

tributories or any of them, to an amount beyond the amount unpaid
on his shares, he shall be deemed a member of the Company for

the purposes of this Act, and shall be liable to contribute as afore-
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said to the extent of his Liabilities to the Company or the Con-
tributories independently of this Act, and the amount which h H
so liable to contribute shall be deemed Assets and a Debt as afore-

said.

(c) The list of Contributories shall distinguish between persons
who are Contributories as being representatives of or liable for

others.

(d) It shall not be necessary where the personal representative
of a deceased contributory is placed on the list to add the heirs or

devisees of such contributory; nevertheless such heirs or devisees

may be added at any time afterwards.

Any list so settled shall be prim-a facie evidence of the liability

of the persons named therein to be Contributories.

The list may further be settled by the Court; see Kevised Sta-

tutes of Ontario,, cap. 222, section 15.

The Liquidators have the power at any time to call on all or any
of the Contributories, as they may deem necessary. See same Act.

section 17.

Question 10. If, after realizing upon the Company's Assets

there is sufficient to pay the Creditors, and $1,000 to spare, without

making a further call upon the Shareholders, prepare a Statement

exhibiting their interests respectively, also Statement showing
final contribution.

A. This $1,000 would be divisible amongst the Shareholders

in proportion to their number of shares, if all were on an equal foot-

ing. To adjust the Accounts the $4,000 unpaid must be added to-

this amount, as if duly collected.

L |2,00000 receives l-5th = $1,00000
M 30000 " 3-100ths = 15000
N 3,00000

"
8-10ths = 1,50000

2,000 00 "
l-5th = 1,000 00

P 2,700 00 " 27-100ths = 1,350 00

$10,000 00 $5,000 00
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This division is, however, subject to the unpaid calls, which

must be adjusted as per next Statement, to settle the Contribu-

tories' Accounts amongst themselves.



CHAPTER XVI.

INSOLVENCY.

Question 1. What are the advantages, or otherwise, of a Federal

Bankruptcy Act?

For answer to this question see page 198.

Question 2. What are the duties and powers of Inspectors of

an Insolvent Estate?

A. Under the Assignments and Preferences Act, the Inspec-
tor's duties are not very distinctly defined. His duties consist in

seeing that the Estate is disposed of in accordance with the direc-

tions of the Creditors, as given in General Meeting, and failing any
instructions can remunerate the Assignee. He can require the

Assignee to pay a dividend whenever he considers the funds avail-

able, and it can safely be paid, making allowances for disputed

claims, etc.

He, or a majority of the Inspectors, can give the necessary

authority to the Assignee to obtain from the Debtor any Books or

Statements required to 'ascertain his affairs.

In short, his duties would be to advise the Assignee generally

in dealing with the Assets, which, by the way, he cannot himself

purchase.

Under the Winding-up Companies Act, E. S. 0. 1897, cap. 222,

his duties and powers are more clearly defined, if such an appoint-

ment is made.

(184)
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His, or their duties are to superintend and direct the proceed-

ings of the Liquidator in the Management and Winding up of the

Estate; and all the powers of the Liquidator must be exercised

subject to the advice and direction of the Inspectors, or Inspector,

if only one is appointed.

His appointment is subject to revocation by the Members of the

Company at any meeting subsequent to the one in which he was

appointed.

The Inspector has power, in the absence of instructions being

given by the Members of the Company, to instruct the Liquidator

how to dispose of the property, real or personal, of the Company.

Question 3. (a) What does a General Assignment under the

Assignments and Preferences Act vest in the Assignee?

(b) Need a Deed of Assignment, to be operative under the Act,

include the whole of a Debtor's effects except those exempt from

seizure or sale under execution?

A. (a) It vests in the Assignee all the real and personal estate,

rights, property, credits and effects, whether vested or contingent,

belonging at the time of the assignment to the Assignor, except

such as are by law exempt from seizure, or sale under execution,

subject however as regards lands, to the provisions of the registry

law as to the registration of the Assignment.

(b) No, section 6 of the Act provides that such an assignment
would hold and the effects so assigned would come under the pro-

visions of said Act.

Question 4. In case of an Assignment by two persons who
were co-partners, and who had individual Assets and Liabilities as

well as Partnership Assets and Liabilities, how would these be dealt

with?

A. The rule in this case is that the claims shall rank first upon
the Estate by which the debts they represent were contracted, and

shall only rank upon the other or others after all the Creditors of

such other Estate or Estates have been paid in full.
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Question 5. What do you understand by a
"
fraudulent pre-

ference
"

? Give examples.

A. When any person is unable to pay his debts as they become

due, or knowing himself to be on the eve of insolvency, voluntarily
or by collusion with a creditor or creditors, gives a confession of

judgment, cognovit actionem or warrant of attorney to confess judg-
ment with intent, in giving such confession, cognovit actionem,.
or warrant of attorney to confess judgment, to defeat or delay his

creditors wholly or in part, or with intent thereby to give one or

more of the creditors of any such person a preference over his other

creditors, or over any one or more of such creditors, such preference
is termed a fraudulent preference. Also any gifts, transfer, etc.,

of the debtors property made with the intent to defraud or preju-

dice creditors, and any gift, transfer, etc., made to one creditor to

give him an unjust preference over another creditor, are fraudulent

preferences.

Examples.

A debtor giving a chattel mortgage when he is insolvent to a

creditor knowing his position.

A debtor returning goods to the wholesale merchant from whom
he bought after he knows himself to be insolvent, such return of

goods being in the shape or in lieu of a payment.

Question 6. Wfiat do you understand by the
" double ranking

"

of Chartered Banks?

A. In the event of the property and assets of the Bank being

insufficient to pay its debts and liabilities, each Shareholder of the

Bank shall be liable for the deficiency to an amount equal to the par

value of the shares held by him, in addition to any amount not

paid up on such shares.

This is double the liability of a Shareholder in an ordinary Joint

Stock Company, hence the term,
"
double ranking/'

Question 7. What are the rights of the first execution creditor

as to his costs, and how should he proceed to collect them?



INSOLVENCY. 187

A. He has a lien for his costs on the property seized under the

execution which he could retain until paid, or obtain the amount

from the assignee or his guarantee or undertaking to pay the same.

Question 8. (a) How are Rent and Wages preferred, and to

what extent?

(b) Have preference creditors for Bent, Wages, etc., any vote

at a meeting of creditors, their claims being only proven?

A. (a) Rent is preferred for one year previous to the date of

assignment and three months following, and as long as assignee

shall occupy the premises.

Should, however, there be no distrainable effects on said pre-

mises the landlord would only rank as an ordinary creditor. Wages
or salaries of all employees at date of assignment or within one

month previous, not exceeding three month's Wages or Salary will

rank as preferred claims. For any further balance owing they

would rank as ordinary claims.

(b) Generally speaking, all creditors who have proved their

claims by affidavit, <and such vouchers as the nature of the case

admits of, are entitled to vote in accordance with the regulations-

laid down in the Act, R. S. 0. 1897, cap. 147, section 20.

It might perhaps here be noticed that in the case of a Joint

Stock Company, the Directors are liable for one year's Wages due,,

subject to certain conditions for recovering the same.

See The Ontario Companies Act, section 85.

See The Ontario Companies Mining Companies Incorporation
Act, section 8.

Under "The Companies Act" (Dom.), however, six months
Wages due is the limit. See the Act, section 60.

Question 9. The Assets of an Insolvent Estate realize $20,000.
The total expenses to be deducted therefrom 'are $1,200. The lia-

bilities to creditors are $35,000, and the bills of customers under
discount with the Bank (endorsed by the Insolvent firm) amount
to $10,000. How would you proceed to distribute the Assets avail-

able for dividend ?
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A. The amount available for dividend to the creditors is

$20,000 less $1,200, viz., $18,800.

The liabilities to creditors are $35,000 and the Bank has a claim

to rank as a creditor for any loss on the bills discounted, which
amount to $10,000.

Assuming that none of the bills will be paid, the amount due to

creditors would be $45,000, which is the $35,000 mentioned and
the $10,000 against Bills. It is taken for granted also that none
of the Bank's claim has been included in the said $3^,000.

The Bank in the case assumed would be entitled to 10-45 of

the dividend, or say, $4,178; so by retaining this amount to pay the

Bank, when its claim is fixed, an equal dividend with the other

creditors, and making the largest provision therefor which could

be required, the balance, $14,622 could be safely distributed

amongst the creditors whose claims amount to $35,000.

When the value of the Bills is settled at their maturity, the

Bank would be paid dividend at same rate as the creditors have re-

ceived, on its unsecured claim, and the balance of cash on hand

(probably a fair amount) would be equally divided amongst all the

creditors (including the Bank).

Question 10. What is meant by a discharge in Bankruptcy?
How can an Insolvent Trader obtain a complete discharge?

A. A discharge in Bankruptcy cannot at present date be ob-

tained in Canada, as there is no Bankruptcy Act in force as regards

Insolvent Traders. Such a discharge means that the Insolvent is

released from any further liability as to the debts created prior to

the date of his becoming bankrupt and surrendering his estate for

the benefit of his creditors. Such a discharge would only be given

on proof that such Bankruptcy was not fraudulent; and is usually

refused (except perhaps at some future date) where a very small

dividend is only payable to the creditors.

An Insolvent Trader in Ontario can obtain a complete discharge

by all his creditors undertaking to release him, trr accepting a com-

position of so many cents on the dollar in full discharge of his debts.
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INSOLVENCY.

Companies.

Question 1. Describe the procedure necessary to place a Com-

pany in voluntary liquidation.

A. A general meeting of the Shareholders for the special pur-

pose must be called in accordance with the Act or by the By-laws
of the Company, if mentioned therein.

If the period for which the Company was incorporated has ex-

pired, or where the event (if any) has occurred, the occurrence of

which provided in the Charter that the Company is to be dissolved,

and the Company in general meeting has passed a resolution re-

quiring the Company to be wound up, then the Company can be

wound up under the "Joint Stock Companies Winding-up Act,"

R. S. 0. cap. 222, sec. 4, and may proceed to liquidate.

" Where the Company (though it may be solvent as respects

creditors) has passed an extraordinary resolution to the effect that

it has been proved to their satisfaction that the Company cannot

by reason of its liabilities continue its business, and that it is advis-

able to wind up the same, it may also be wound up under said Act.

Where the Company has passed a
"
special resolution

"
requir-

ing the Company to be wound up, it may be wound up under such

Act.

" '

Extraordinary resolution
'

shall mean a resolution passed

by a majority of not less than three-fourths of such members of

the Company, for the time being entitled to vote, as may be pre-

sent in person, or by proxy (in cases where by the Act or Charter

(189)
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or instrument of incorporation or the regulations of the Company
proxies are allowed), at any general meeting of which notice speci-

fying the intention to propose such resolution has heen duly given."

"
Special resolution

"
shall mean a resolution passed in the man-

ner necessary for an extraordinary resolution, where the resolution

after having been so passed as aforesaid, has been confirmed by a

majority of such members (entitled according to the Act, Charter

or instrument of incorporation or the regulations of the Company
to vote) as may be present, in person or by proxy, at a subsequent

general meeting of which notice has been duly given, and held at

an interval of not less than fourteen days, or more than one month
from the date of meeting at which the resolution was first passed.

R S. 0. 1897, cap. 222, sec. 3."

N.B. The winding up or liquidation of the Company shall be

deemed to commence at the time of the passing of the resolution

authorizing the winding up.

Question 2. (a) Having been appointed Liquidator of a Com-

pany provisionally, what is the extent of your authority for the

purpose of dealing with the estate?

(b) What, if any, further powers are vested in you upon con-

firmation of your appointment?

A. (a) Subject to the superintendence and direction of the In-

spector, or Inspectors, if any are appointed, the Provisional Liqui-

dator's powers would be:

To settle a list of contributories:

To bring or defend actions;

To carry on business as far as beneficial to the winding up:

To sell the property of the Company;

To sell the debts, due to the Company,
"
en bloc," if all efforts

have been made to collect them severally;

To draw, accept, etc., Notes and Bills of KxchaiiLre n hehalf of

the Company;
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To take out, if necessary, letters of administration to deceased

<?ontributories, and collect debt;

To execute deeds, receipts and other documents in name of

Company;

To do everything that may be necessary for the winding up of

the affairs of the Company, and the distribution of its Assets.

(b) No further powers are vested. The members of the Com-

pany have power to retain the liquidator, or dispense with his ser-

vices, after remunerating him therefor.

Question 3. What is the authority for staying liquidation pro-

ceedings when it is contemplated resuming operations under the

Company's Charter?

A. The Court, upon application by any Contributory, and upon

proper proof to the satisfaction of the Court, may make an order

staying all proceedings in relation to the winding up of the Com-

pany, subject, however, to such terms as the Court deems fit. R. S.

O. 1897, cap. 222, sec. 33.

Question 4. Prepare a statement of the affairs of a Joint Stock

Company for a meeting of Shareholders, a winding-np order having
been made. The following is substantially the Company's posi-

tion :

Sundry Creditors, unsecured $10,000 00

Rent Payable 100 00

Capital subscribed, 65 % paid in 15,000 00

Provision for doubtful Book Accounts 800 00

Profit and Loss Account. Dr 1,000 00

Merchandise 2,000 00

Book Accounts 4,000 00

Real Estate 3,500 00

Mortgaged for $1,500.

Bills under Discount 1,850 00

Cash in Bank 50 00

Write out <a short review (say 200 words) of the Company's position,

you being Liquidator, and presumed to have gone critically into

every feature.
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A. STATEMENT.

Liabilities.

SUNDRY CREDITORS,
UNSECURED
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Wages, due and owing, as per Wages Book $ 35 00

Salaries 48 00

Taxes 83 00

Interest owing on Mortgage and accrued 117 60

$283 60

This amount will have to be deducted from the Assets available for

dividend to the Unsecured Creditors. There appears good reason

for hoping that the Creditors will receive a big dividend, as the

Contributors are men of good average means. I have only

touched on a few points, but have reported fully as to the causes

of the deficiency in my special report on the Deficiency Account.

Question 5. (a) What classes of persons may be Contributories

in winding-up proceedings?

(b) What is the legal effect of the settlement of a person's name

upon a list of Contributories?

A. (a) Shareholders of the Company at time of winding-up.

Shareholders who have transferred their shares under circum-

stances which do not by law free them from liability in respect

thereof.

Shareholders who are by law liable to the Company or its Con-

tributories, or any of them, to an amount beyond the amount un-

paid on their shares.

Contributories may be also divided into two classes, those who
are Contributories as being representatives of or liable for others,

and those who are Contributories as being liable in their own right.

(b) It is prima facie evidence of the liability of the person
named therein to be a Contributory.

Question 6. You are asked to advise whether an Insolvent

Company can more effectively and equitably be wound up under

the provisions of the Federal or the Provincial Acts in that behalf.

State clearly the circumstances upon which your opinion would be

based, and your conclusions therefrom.
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A. The answer to this question is one of fact as to which Act
the Company must be wound up under, and not as to considering
whether the Company can more effectively and equitably be wound

up under the provisions of the Federal or the Provincial Acts in

that behalf.

If the Creditors are going to wind up the Company they must

apply under the Dominion Winding-up Act, cap. 129, as this Act

is in the nature of an Insolvency Law, but if the Company is going
to voluntarily wind up, or a Shareholder is petitioning therefor it

must be wound up under the Provincial Act.

On a petition of certain Shareholders of a Company praying
for a winding-up order under the Dominion Winding-up Act, cap.

129, it was held that that statute was intended to be put into opera-

tion at the instance of Creditors only.

If the Company had a choice it would certainly elect to be

wound up under the Provincial Act, as therein it is provided that it

conducts the winding-up, appoints inspectors, liquidators, etc.

Under the Dominion Act, cap. 129, the winding-up may be briefly

summarised as being conducted under the directions of the Court.

It has been assumed that
"
the Company

"
referred to was in-

corporated under the Provincial Companies Act. In the case of

a Trading Company, incorporated under the Dominion Act, apply-

ing to be wound up either on its own petition or on the petition

of a Shareholder, it would be wound up under the
"
Winding-up

Amendment Act, 1889."

Traders.

Question 7. How may claims be legally barred when Creditors

decline to value their security within the specified time?

A. "In case a person claiming to be entitled to rank on the

estate assigned holds security for his claim or any part thereof, of

such a nature that he is required by the Act to value the same, and

he fails to value such security, the Judge of the County Court of

the county wherein the debtor at the time of making the assignment

resided or carried on business, may, upon summary application by
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the assignee or by any other person interested in the debtor's estate

of which application three days' notice shall be given to such claim-

ant, order that unless a specified value shall be placed on such

security and notified in writing to the assignee within a time to be

limited by the order, such claimant shall, in respect of the claim,

or the part thereof for which the security is held, in case the security

is held for part only of the claim, be wholly barred of any right

to share in the proceeds of such estate; and if a specified value is

not placed on such security, and notified in writing to the assignee

according to the exigency of the said order, or within such further

time as the said Judge may by subsequent order allow, the said

claim, or the said part, as the case may be, shall be wholly barred

as against such estate, but without prejudice to the liability of the

debtor thereof." R. S. 0. 1897, cap. 147, sec. 20.

Question 8. What is the status, at a meeting of creditors, of a

Creditor :

(a) Whose claim has not been formally proven?

(b) Whose claim is disputed?

(c) Whose claim is for an account not yet matured?

A. (a) He could vote if his claim is admitted, in accordance

with the rules laid down in the Assignments and Preferences Act.

MEMO. Only creditors having proved claims can vote on a

motion to change the assignee.

See section 8 of the Act.

(b) He cannot so vote until he has filed with the Assignee an

affidavit, and in proof of his claim stating the amount and nature

thereof.

(c) He is entitled to prove under the assignment and vote at

meetings of Creditors, but in ascertaining the amount of any such

claim a deduction for interest shall be made for the time which
has to run until the claim becomes due.
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Question 9. State clearly the rights of an Assignee, with re-

spect to Hypothecated Securities composing a portion of the estate?

A. The Assignee has had assigned to him all the Debtor's pro-

perty, and included therein the equity of redemption in all Hypo-
thecated Securities. He has, then, the power, if authorized, to sell

the securities subject to mortgages on them, to redeem the mort-

gages if they are payable on demand, or by their conditions, or to

arrange with the mortgagee so that the properties can be sold to the

best advantage, the mortgagee dealing with the Assignee as he

would have done with the debtor before he assigned.

Further, the Assignee can require the Secured Creditor to put
a specific value on his security, and (under the authority of the

Creditors) he may either consent to the right of the Creditor to

rank for the claim after deducting such valuation, or he may re-

quire from the Creditor an assignment of the security at an advance

of ten per cent, upon such value, to be paid out of the estate as soon

as the Assignee has realized such security.

If a Creditor holds a claim based upon negotiable instruments

upon which the Debtor is only indirectly or secondarily liable, and

which is not mature, such Creditor shall put a value on the liability

of the party primarily liable therein; but after the maturity of 'such

liability and its non-payment he shall be entitled to amend and re-

value his claim; and the Creditors' rights will be the same as in the

preceding paragraph.

Where the Creditor holding the security fails to value the same,

the Assignee may make summary application to the Judge of the

County Court of the county wherein the Debtor at the time of

making the assignment resided or carried on business, three days

notice of such application being given to such Creditor, and the

Judge may order that unless a specified value be placed on siu-h

security and notified in writing to the Assignee within a term to be

limited by the order, such Creditor shall, in respect of his claim,

or the secured part thereof, in case part only is secured, be wholly
barred of any right to share in the proceeds of such estate; and if

a specified value is not placed on such security, and notified in
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writing to the Assignee, according to the exigency of the said order,

or within such further time as the said Judge may by subsequent
order allow, the said claim, or the said part, as the case may be,

shall be wholly barred as against such estate, but without prejudice

to the liability of the Debtor thereof.

Question 10. If a Bankrupt refuses to execute an Assignment
of his estate for the benefit of his Creditors, what course should

be pursued in their interests generally?

A. As a general practice each Creditor looks after his own in-

terests, but in such a case as mentioned, where the Creditors ap-

pear to have met and the Debtor has refused to Assign his estate,

one of them should obtain an execution against the Debtor's pro-

perty and place it in the hands of the Sheriff for him to realize the

amount thereof, and the rest of the Creditors should prove at once

their claims against the Debtor in the manner prescribed by the

Creditors' Relief Act (R. S. 0. 1897, cap. 78), and the Sheriff would

then divide the moneys realized under the execution among all the

Creditors pro rata. If the debtor has other property not sold by
the Sheriff under the execution, the Sheriff would make further

sales of the Debtor's property to realize enough to pay the Credi-

tor's claims.

In the question the term Bankrupt is used which seems to imply
that the Debtor has committed an act of insolvency. Probably,

then, writs have already been taken out. The remaining Creditors

would then have to follow suit and do likewise or prove their claims

as above mentioned to come under this Act. If it becomes neces-

sary to follow up any property unlawfully transferred or disposed

of, one Creditor can represent the other Creditors in a suit at law,

and the benefits obtained, if any, will accrue to them all. Creditors

for debts not due, and payable at some future date, have practically

no remedy under the circumstances narrated.



CHAPTER XVIII.

INSOLVENCY.

Question 1. Give your views as concisely as possible as to the

benefit to be derived from Federal rather than Provincial Bank-

ruptcy Laws.

A. The question seems to imply that each Province could pass

its own Bankruptcy Act,, which is not the case, as by the provisions

of the British North America Act this privilege is reserved to the

Dominion Parliament.

If, however, each Province could do so, it is obvious that the

disadvantages which would arise from the different laws thus en-

forced would be far counterbalanced by a uniform Federal Bank-

ruptcy Act, especially considering how interwoven is the trade be-

tween the various provinces.

Foreign countries, too, would have far more confidence in trad-

ing with Canada as a whole, knowing that her merchants were sub-

ject to the provisions of a wise Dominion Bankruptcy Act.

Question 2. (a) Under what circumstances is the giving of

security under pressure to a Creditor, by a Debtor who knows he is

on the eve of Insolvency, presumed to have been given with intent

to give the Creditor an unjust preference?

(b) Would pressure by the Creditor validate such a transaction

if it occurred more than sixty days before proceedings were taken

to set it aside or an assignment made?

A. (a) Every assignment or transfer of property, real or person-

al, made by a person at a time when he is in insolvent circumstances,

or is unable to pay his debts in full, or knows that he is on the eve

(198)
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of Insolvency, to or for a Creditor with intent to give such Creditor

an unjust preference over his other Creditors, or over any one or

more of them, shall, as against the Creditor or Creditors injured or

prejudiced, be utterly void.

If such transaction with or for a Creditor has the effect of giving

that Creditor a preference over the other Creditors or over any one

or more of them, it shall be presumed prima facie to have been

made with the intent aforesaid, and to be an unjust preference

within the meaning of the Act, whether the same be made volun-

tarily or under pressure, if the Debtor within sixty days after the

transaction makes an assignment for the benefit of his Creditors, or

if any action or proceeding is brought within sixty days after such

transaction to impeach or set aside such transaction. E. S. 0. 1897,

cap. 147, sec. 2.

(b) Yes, pressure would validate such a transaction.

Question 3. A Creditor obtains judgment and execution against

his Debtor and places it in the Sheriffs hands. The Sheriff seizes

the Debtor's goods and realizes the amount of the judgment. The
Debtor assigns. Is the Creditor or Assignee entitled to the money
in the Sheriff's hands, and why?

A. The Assignee is entitled to the money in the Sheriff's hands,

subject to the lien of the Execution Creditor for his costs, because

an assignment for the benefit of Creditors takes precedence over

an Execution Creditor. E. S. 0. 1897, cap. 147, sec. 11.

Question 4. (A) Are there any differences between a Sole

Trader and a Limited Company as to a condition of Insolvency?
If so, enumerate them.

A. (A) The appended statement marked (1) will define a condi-

tion of Insolvency in a Sole Trader; the Winding-up Act states

what constitutes a Company Insolvent. Statement (2) gives the

various points <as laid down in Act referred to.

Now, we are asked what differences there are between the Sole

Trader and the Limited Company as to a
"
condition of Insolvency."

Practically speaking there are not many, but there are one or two.
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In the case of the Limited Company there is an Act provided,

in the case of the Trader there is none (at present) in Canada. If

he once gets into the condition of Insolvency he can, as a rule, re-

main there; true, he can assign his estate, but is not released from

paying his Creditors in full.

The Act provides that a Company is deemed Insolvent under

clause (h), see statement (2). This would not prove a Trader to

be in a condition of Insolvency, though it might be evidence in that

direction.

Further, a Company is deemed to be unable to pay its debts r,s

they become due, and, therefore, insolvent, whenever a Creditor to

whom the Company is indebted in a sum exceeding two hundred

dollars then due, has served on the Company in the manner in

which process may legally be served on it in the place where service

is made, a demand in writing, requiring the Company to pay the

sum so due, and the Company has, for ninety days, in the case of a

Bank, and for sixty days in all other cases, next succeeding the ser-

vice of the demand, neglected to pay such sum or to secure or com-

pound for the same to the satisfaction of the Creditor.

A Sole Trader is subject to no such test as this, whereby he is

rendered insolvent.

Statement 1.

A Sole Trader may be deemed in insolvent circumstances if he

does not pay his way, and is unable to meet the current demands

of Creditors, <and if he has not the means of paying them in full out

of his Assets realized upon a sale for cash or its equivalent.

Statement 2.

By the Dominion Winding-up Act, B. S. 0. cap. 129, sec. 5, a

Company is deemed insolvent,

(a) If it is unable to pay its debts as they become due;

(b) If it calls a meeting of its Creditors for the purpose of/com-

pounding with them;
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(c) If it exhibits a statement showing its inability to meet its

liabilities;

(d) If it has otherwise acknowledged its insolvency;

(e) If it assigns, removes or disposes of or attempts, or is about

to assign, remove or dispose of, any of its property, with intent to

defraud, defeat or delay its creditors, or any of them;

(f) If, with such intent, it has procured its money, goods,

chattels, lands or property, to be seized, levied on or taken, under

or by any process or execution.

(g) If it has made any general conveyance or assignment of its

property for the benefit of its Creditors, or if, being unable to meet

its liabilities in full, it makes any sale or conveyance of the whole

or the main part of its stock in trade or assets, without the consent

of its Creditors or without satisfying their claims.

(h) If it permits any execution issued against it, under which

any of its goods, chattels, land or property are seized, levied upon
or taken in execution, to remain unsatisfied till within four days
of the time fixed by the Sheriff or proper officer for the sale thereof,

or for fifteen days after such seizure.

(B) The Balance Sheet of a firm is summarized as under:

Liabilities.

To Creditors .
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ant would give an opinion as asked for without proper details and

full information.

Under the
"
Winding-up Amendment Act, 1889," if this Com-

pany should be incorporated under the Dominion Act :

The Court may make a winding-up order
"
inter alia";

When the Capital Stock of the Company is impaired to the ex-

tent of twenty-five per cent, thereof, and when it is shown to the

satisfaction of the Court that the lost Capital will not likely be re-

stored within one year.

This does not apply to the Company in question, as taking the

total Assets as correct, their capital is only impaired $1,500.

Question 5. (a) Creditors may substitute one Assignee for

another. What proportion in number or value of Creditors is

required?

(b) Must such proportion be represented at the meeting at

which the change of Assignee be made?

A. (a) A majority in number and value of the Creditors who
have proved claims to the amount of $100 and upwards,

(b) Yes, necessarily, either personally or by proxy.

Question 6. (a) Wr
hat claims upon an Insolvent Estate are

"
preferred," and to what extent?

(b) Would an Auditor's fee be a preferred claim in your opinion?

(c) John Brown is an agent on commission for Joyce & Co.

The firm fails, owing Brown $500. How would you class his claim

in the Statement of Affairs, and why?

A. (a) Rent The landlord is a Preferential Creditor as regards

rent, provided there are distrainable effects, otherwise he ranks as

a general Creditor only.

His claim is preferred as follows:

Arrears of rent due during the period of one year last

previous to, and for throe months following the execution

of the assignment, and from thence so long as the Assignee

shall retain possession of the premises leased.
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Wages of all persons in the employment of the Debtor at the

time of making the assignment, or within one month before

the making thereof, are preferred as follows:

Not exceeding three months wages* or salary, and such

persons to whom these wages are owing are entitled to

rank as Ordinary and General Creditors for the residue,

if any, of their claims.

Taxes cannot strictly be called
"
preferred claims," as the As-

signee must pay such, the assignment not protecting him against

this being duly collected, or charged against the property in ques-

tion.

Such claims as Gas and Telephone are practically, though not

by enactment preferred, as to save such services being discontinued

the Assignee may have to pay what is owing.

(b) An Auditor's fee is not a preferred claim.

(c) He would rank as a General Creditor, because his claim

for $500 could not, even if for commission, rank as preferred.

Question 7.- A Creditor proves a claim against an Estate for

$8,000, and values his security at $2,000. The Assignee elects to

take the security at $2,000 and the prescribed advance of 10%.

(a) When is the $2,000 and the 10% advance, or $200, to be

paid to the Creditor?

(b) What is the Creditor's remedy in case of undue delay?

A. (a) The $2,000 and the 10% advance is to be paid to the

Creditor when the security is sold, which must be within a reason-

able time.

(b) He can apply to the Court for an order demanding that the

security be realized, or he could make an application to have the

Assignee removed.

Question 8. If an Assignee in carrying out a scheme of settle-

ment of a Debtor's affairs, remains in charge of the business by
keeping the Debtor on as Manager, and such person buys neces-

sary goods on xcredit for the business, what is the legal position of

the Assignee?
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A. The Assignee could, to enable the estate to be more profit-

ably realized as a going concern, retain the Debtor on as Manager, as

stated in the question. His position would entitle him to pay for

such necessary goods, and also remunerate the Manager out of

the funds of the Estate.

MEMO. If, however, the Assignee or Manager incurred more
debts than the Estate could pay, the Assignee would be personally
liable therefor.

Question 9. If a Creditor of an Insolvent Trader wishes certain

proceedings taken and the Assignee ^declines to take them, what

remedy has the Creditor ? Wherein, if at all, is the right of the

Creditor varied, if dealing with the Liquidator of a Joint Stock

Company being wound up under R. S. 0. cap. 222.

A. Under the Ontario Assignment Act, if any Creditor desires

to cause any proceedings to be taken which, in his opinion, would be

for the benefit of the Estate, and the Assignee under the authority

of the Creditors or Inspectors having refused to take such proceed-

ings, the Creditor can obtain 'an order from the Judge authorizing

him to take the proceedings in the name of the Assignee, at his

own expense and risk, and upon such terms as to indemnity to the

Assignee as the Judge may direct, and any benefit arising there-

from shall be for his own benefit to the extent of his claim and

costs.

But if the Assignee expresses his willingness to the Judge to

institute these proceedings before the order is granted, said order

shall prescribe the time within which it shall be done; the benefits

will then appertain to the Estate.

Under the Winding-up Act referred to, R. S. 0. cap. 222, the

Creditor would have no status as shown above, but he could appeal,

no doubt, to the Court, which could issue the necessary instruc-

tions; but the Liquidator would carry out these instructions, not

the Creditor, and presumably for the benefit of all concerned.
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Question 10. A claim is filed with an Assignee (of which he

has no previous knowledge) after the Estate has heen divided.

What is the Assignee's liability to pay such Creditor the same rate

of Dividend as was paid to the other Creditors?

A. If the Assignee has carried out the proper regulations as to

registration and published the proper notices, etc., in accordance

with the Act, he would not personally be liable to pay such Credi-

tor anything. It would appear, however that such Creditor has a

right to compel the other Creditors to put him on an equal footing

with then, and make them return sufficient for this purpose.

The Assignee should endeavour to ascertain all the Debts, whe-

ther they are proved or not.



CHAPTER XIX.

NEGOTIABLE INSTRUMENTS.

Question 1. Define the difference between k *

Negotiable" Pro-

missory Notes and " Not Negotiable
"
Promissory Notes. Illustrate

by examples.

A. "
Negotiable

"
Promissory Notes are such as are transferable

either by endorsement and delivery or by simple delivery.
" Not

Negotiable
" Notes contain words prohibiting such a transfer or

indicating an intention that they should not be transferable. When
a Note is made payable either to a certain person, or to his order,

it is negotiable by endorsement and delivery; when made payable

to bearer, or to a certain person or bearer, it may then be negotiated

by delivery without endorsement.

(NEGOTIABLE.)

$100. Toronto, Nov. 1, 1898.

Three months after date, I promise to pay to the order of A.

Brown, at the Bank of Commerce here, One Hundred Dollars, for

value received. John Smith.

The above Note is negotiable by endorsement and delivery, and

would have exactly the same effect if, instead of
"
pay to the order

of A. Brown," it read: "pay to A. Brown" or "pay to A. Brown

or order." If it read
"
pay to A. Brown or bearer," it could then

be negotiated by mere delivery without endorsement.

(NOT NEGOTIABLE.)

$100. Toronto, Nov. 1, 1898.

Three months after date, I promise to pay to A. Brown only, at

my office, 1 Brown Alley, the sum of One Hundred Dollars, for

valued received. John Smith.

1206)
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This Note is not negotiable, as the word "
only

"
is a clear in-

dication of, the intention of the maker to pay the sum promised

to A. Brown and no one else; it can, however, be transfered by A.

Brown to a third party, but it would carry with it any defects in

title; for instance, if the maker were entitled to the benefits of any
set off against A. Brown, the holder could only recover from him

the amount actually owing. Whereas, with a negotiable note, the

holder, for value, if a third party, could recover the face value of

the note.

Question 2. A Cheque is drawn on a Bank in favor of Cash or

Order. Should the Bank pay this Cheque? Give your reasons.

A. A Bank should certainly pay the Cheque as by the Bills of

Exchange Act, 1890, the rule is laid down that
" where the payee

is a fictitious or non-existing person, the bill may be treated as

payable to bearer." In this case, the Cheque being drawn in favor

of Cash or Order, instead of to a person, is governed by the above

clause and would be payable to the person presenting' it, who, as a

matter of practice, would generally be asked at the Bank to en-

dorse it.

Question 3. Give definition of the following:

Cheque.

Promissory Note.

A Foreign Bill.

Order.

Bank Draft.

Deposit Receipt.

A. .1 Cheque,

Is a Bill of Exchange drawn on a Bank payable on demand.

A Promissory Note.,

Is an unconditional promise in writing made by one person to

another, signed by the maker, engaging to pay, on demand or at a

fixed or determinable future time, a sum certain in money to or to

the order of a specified person or bearer.
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A Foreign Bill,

Any Bill which does not come under the following definition

is a Foreign Bill. Definition, An Inland Bill is a Bill which is,

or on the face of it purports to be (a) both drawn and payable

within Canada, or (b) drawn within Canada upon some person resi-

dent therein.

An Order,

Is a written request made by one person to another asking the

latter to deliver to a third person certain goods or money and to

charge the same to the Account of the person signing the Order.

A Bank Draft,

Is a Bill of Exchange drawn by one Bank upon another Bank

or by one Branch on another Branch of same Bank, in which the

latter is asked to pay a sum of money to a specified person and to

charge the amount to the Account of the Bank issuing the Order.

A Deposit Receipt,

Is a form of acknowledgment given by a Bank to a Depositor

for money deposited therein and is non-negotiable. They are also

known as Certificates of Deposit, and usually bear interest at a

specified rate stated therein.

Question 4. What is the object or force of an endorsement on

a Note or Bill of Exchange?

A. The object or force of an endorsement on a Bill of Exchange
or a Note by the holder thereof, is to transfer the property in it to

some one else; it also has the effect of guaranteeing the subsequent

holders against the default of the Acceptor or Maker, unless other-

wise stated in the endorsement.

The object of an endorsement is also to render the document

complete. A Cheque drawn to order, otherwise good, would not be

payable by the "Bank unless properly endorsed.

The endorser is precluded from denying to a holder in due

course the genuineness and regularity in all respects of all sisrna-
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tures of previous parties to the Bill or Note, and also from denying

to his immediate or a subsequent indorsee, that the Bill or Note

was, at the time of his endorsement, a valid and subsisting Bill or

Note, and that he had then a good title thereto.

Question 5. Describe various ways of Endorsing Bills and give

examples.

A.
OPEN OB IN BLANK. IN FULL OR SPECIAL. RESTRICTIVE. QUALIFIED.

C. R. McCullough Pay D. Hoskins,
or order,

C.R. McCullough.

Pay D. Hoskins,

only.

C. R. McCullough,

Pay D. Hoskins,
or order, without
recourse to me.

C. R. McCullough.

The principal kinds of Endorsements in use are shown in the

above diagram. For the sake of clearness we will suppose the Note

or Bill to have been made in favor of
"
C. R. McCullough or order."

If McCullough Endorses it by simply writing his name 'across the

back without indicating to whom he orders the Bill or Note to be

paid (called
" Endorsement in Blank," or

"
Open Endorsement "),

it can afterwards be negotiated by mere delivery. If he indicates

some person to whom the Bill or Note is to be paid, as "Pay D.

Hoskins or order," or
"
Pay D. Hoskins "

(called
"
Special Endorse-

ment/' or
" Endorsement in Full "), then Hoskins must Endorse

it in order to negotiate it further. Should McCullough, when En-

dorsing, add words prohibiting further negotiation or expressing

that the Endorsement is merely an authority to deal with the Bill

or Note as thereby directed, as
"
Pay D. Hoskins only," or

"
Pay

D. Hoskins or order for collection
"

(called
"
Restrictive Endorse-

ment "). The Endorsement givs Hoskins the right to receive

payment of the Bill and to sue any party thereto that McCullough
could have sued, but gives him no power to transfer his rights as

Endorsee. Endorsing a Bill or Note in blank or specially, renders

the Endorser liable on it to all subsequent parties to the Bill or

Note unless words are added limiting the Endorser's liability (called
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"
Qualified Endorsement "), as

"
Pay D. Hoskins or order, without

recourse to me, C. R. McCullough." When a Qualified Endorse-

ment is used it operates to transfer the Bill, but does not render the

Endorser liable in case the Bill or Note is not paid when due.

Question 6. What do you mean by the holder of a Promissory
Note? Does it affect his position or his rights, if he acquire it be-

fore or after its due date?

Supposing Brown gives Jones a Note and Smith is the Holder

for value: What is Smith's position in above question?

A. The Holder of a Promissory Note is the Payee or Endorsee

who is in possession of it or the Bearer thereof. If he acquired it be-

fore maturity and in good faith and for value, and without notice

of any defect in title, he is termed "
a Holder in due course," and

can enforce payment against all previous parties to the Bill. But

if it has been acquired after maturity, he then holds it subject to

any defects of title affecting it at or after its maturity, after which

date he could neither acquire nor give a better title than that which

the person had from whom he obtained the document.

If Brown gives Jones a Note and Smith is the Holder for value,

Smith can enforce payment against either Brown or Jones for the

full amount of the Note if he received it before maturity; but if

he received it after maturity, he takes it subject to defects of title

(if any).

Question 7. What are Patent Right Bills? and how do they

differ from an ordinary Bill?

A. Patent Right Bills are Notes or Acceptances given in pay-

ment, or in partial payment, of a Patent Right or an interest in the

same. The Bills of Exchange Act, 1890, enacts that any such I'.ills

or Renewals thereof issued without the words
"

(liven Tor a Patent

Right" printed or written legibly and prominently across the face

thereof shall be void, except in the hands of a Holder in due course,

without notice of such considemlion. Anyone knowingly issuing or

transferring a Patent Right Bill, not having the above mentioned
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words thereon, is guilty of a misdemeanor, and liable to imprison-

ment or fine.

An important feature regarding Patent Right Bills is the fact

that when negotiated they are subject to any defences or set-offs

that may exist between the original parties, unless not marked
"
given for a Patent Eight

"
as aforesaid.

Question 8. How does the Statute of Limitations apply to

(1) A Cheque;

(2) A Promissory Note;

(3) A Bank Note or Bank Bill ?

A. (1) An action may be commenced for the collection of a dis-

honored Check any time within six years from date of receiving

same.

(2) An action to collect a dishonored Promissory Note may be

commenced any time within six years from the date it is payable.

(3) The Statute of Limitations does not apply to Bank Notes

or other evidences of Debt issued by Banks.

A subsequent written promise to pay, or partial payment on

Account of either the dishonored Check or Note above mentioned,

would suffice to extend the time for action for six years after the date

of such promisejor partial payment. See page 224.

Question 9. In the course of business you,
"
C.," have received

a Note made by
" A." in favor of

" B." At maturity this Note is

Dishonored. Show all the Journal entries you would make, and

also describe the necessary steps to protect your interests.

A. When the Note is Dishonored either of the following entiies

may be made in the Journal:

(a) B. (the person from whom it is received) Dr.

To Bills Receivable.

Stating particulars of the transaction.
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(b) Overdue Bills Receivable, Dr.

To Bills Receivable.

With full particulars of Bill, etc.

In either case, the Note should be no longer included among
the current Bills Eeceivable.

To protect my interests it would be necessary to give B. notice

of Dishonor either on the maturity date or the following business

day, as by so doing I can hold him liable on his Endorsement for

the amount of the Bill. Failure to do this would release B. from

all liability and I would have to look to A. alone for payment.

Question 10. Briefly describe some "
Negotiable Instruments "

not mentioned in this paper.

A. In a Negotiable Instrument the person who is liable to pay

it, must do so to the lawful Holder thereof, when payment is legally

due.

Taking a Negotiable Instrument in this sense then it is difficult

to name any not mentioned in this paper, with the exception of

Bank Notes and Dominion Notes,

Which are Negotiable Instruments, and may be termed "
gilt

edged
"

ones.

Some Debentures and Coupons are Payable to Bearer and Negotiable.

A recent case gives some light as to the negotiability of Deben-

tures. The Owner lost a Debenture payable to Bearer he stopped

payment of it meanwhile the Debenture matured. Some person

had stolen the Debenture and sold it to an innocent purchaser for

value. Said purchaser was refused payment and failed to recover

same on appealing to the Courts. The original owner recovered

his rights.

The following Extract from a paper read by Mr. \V. K. Wilson.

B.A., Barrister-at-Law, before the Chartered Accountants Student

Society of London (Eng.), and published in
" The Accountant "

of 3rd December, 1898, will be of interest on the subject:
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When, however, we come to consider Debentures to Bearer, we

approach another thorny question.

Now, the chief object in issuing a Debenture to Bearer is, as

far as possible, to endow it with the characteristics of a Negotiable

Instrument, and in particular,

(a) To make it transferable free from equities as between

the Company and the person to whom it is issued.

(b) To enable the Bearer to sue the Company in his own

name.

(c) To ensure a good title to any person who acquires the

Debentures bona fide for valuable consideration, not-

withstanding any defect in the title of the person from

whom he acquires it.

Now, can this be done? I think it is indisputable that it can to

a certain extent. For, from a consideration of the following cases,

viz., Ee Agra & Masterman's Bank, 2 Ch. 397; Ee Blakeley Ord-

nance Company, 3 Ch. 154; Ee Natal Investment Company, 3 Ch.

361; Ee Imperial Land Company, 11 Eq. 487; and Crouch v. Credit

Foncier, L. E. 8 Q. B., 385, it seems clear that as against itself, by
virtue of the doctrine of estoppel, a Company may issue Deben-

tures to Bearer on which it will be liable and against which it -can-

not set up any equities existing between it and the original Deben-

ture Holder; in other words, should the Company set up such a

defence good as against the original contractee, and, therefore,

generally good as against the Assignee also, it would be a good

reply to say that the Company had, with a view to inducing per-

sons to become Assignees of such Instruments, represented that

there were no such equities.

Can, however, a Company go further than this and claim, by

issuing Debentures to Bearer, not only the power to alter or aban-

don their own rights, but alsd to alter and abandon the rights of

those who may become holders of the Debentures, and to declare

that such persons shall, contrary to the general law, hold them on

a precarious title liable to be divested thereof if a thief or finder
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can discover a bona fide purchaser of the Debenture; and further,

can they give a right of action in his own name to any holder in due

course? The question, which is involved in this wider one, viz.,
" Whether the class of English Negotiable Instruments, negotiable

by virtue of the old lex mercatoria is capable of expansion or not,"

has given rise to much discussion, and to what may be called t\vo

schools of opinion. The one, which may be called the conserva-

tive school, adhering to the views expressed by Blackburn, J., in

delivering the judgment of the Court in Crouch v. Credit Fonder,
L. E., 8 Q. B. 374, wherein he says: "We have already intimated

our opinion that it is beyond the competency of the parties to a

contract by express words to confer on an Assignee of that contract

a right to sue in his own name. And we also think it beyond the

competency of the parties by express stipulation to deprive the

Assignee of either the contract or the property represented by it;

of his right to take back his property to anyone to whom a thief

may have transferred it, even though the transferee took it bona

fide and for value."

This view, I may say, has lately been upheld by Mr. Willis,

Q.C., now His Honour Judge Willis, in his able lectures on Negoti-

able Instruments. The other, or progressive school, represents the

opinions expressed by Cockburn, C.J., in the celebrated judgment
delivered by him in the case of Goodwin v. Eobarts, L.E. Ex. 337,

in the course of which he says:
"
Having given the fullest con-

sideration to this argument (i.e., that the list of English Negotiable

Instruments is finally closed), we are of opinion that it cannot pre-

vail. It is founded on the view that the law merchant is fixed and

stereotyped and incapable of being expanded and enlarged so as to

meet the wants and requirements of trade in the varying circum-

stances of commerce.

"
It is true that the law merchant is sometimes spoken of as a

fixed body of law forming part of the common law, and, as it were,

co-eval with it; but, as a matter of legal history, this view is alto-

gether incorrect. The law merchant thus spoken of with reference

to Bills of Exchange and other Negotiable Securities, though form-

ing part of the general body of the law merchant, is of compara-
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tively recent origin. It is neither more nor less than the usage of

merchants and traders in the different departments of trade, rati-

fied by the decisions of Courts of law, which upon such usages

being proved before them, have adopted them as settled law with a

view to the interests of trade and the public convenience.

"
By this process what before was usage only, unsanctioned by

legal decision, has become engrafted upon or incorporated into

the common law, and may thus be said to form a part of it.

"
Usage adopted by the Courts having been thus the origin of the

^hole of the so-called Lex M. as to Negotiable Securities, what is

there to prevent our acting on the principle acted on by our predeces-

sors and followed in the precedents they have left us? Why is it to be

said that a new usage which has sprung up under altered circum-

stances is to be less admissible than the usage of past times? Why
is the door to be now shut to the admission and adoption of usage
in a matter of altogether cognate character as though the law had

been finally stereotyped and settled by some positive and peremp-

tory enactment. I may just add in conclusion on this subject that

Mr. Palmer, in his recent book on Companies, warmly champions
the theory upheld in these last quoted cases that the list of Negoti-
able Instruments, negotiable by virtue of the law merchant is not

finally closed, and gives a list of important London banks aiid

banters who consider that Debentures to Bearer are negotiable by
mercantile custom, and who act on that view in the ordinary course

of tusiness."

A Lill of Lading

ts supposed commonly to be
"
Negotiable

"
but a transfer by

endDrsement carries with it all defects, and the holder would have

to prove his title to the goods therein represented.



CHAPTER XX.

NEGOTIABLE INSTRUMENTS.

Question 1. What do you understand by Negotiable Instru-

ments? What are some of their advantages? Give examples.
A. Such Instruments representing on their face a certain sum >f

money as give the holder thereof a good title and the right to re-

cover the amounts therein mentioned to be paid by the persons

liable, and may be transferred by endorsement and delivery, or by

delivery alone.

The question may well ask for only some of their advam

The enormous growth in business in late years may safely be credited

to
"
Negotiable Instruments." A merchant by their use is entitled

to practically use Capital to extend his business in much the same

proportion as the wealth of a country may be compared to its avail-

able gold currency (where used).

The most frequent examples in common use are where a man

sells his goods on credit, and can convert this Debt immediately

into its present value in Cash by taking from the Purchaser hi-

promise to pay at a fixed date (known as a Promissory Note) the

amount of the Debt, possibly with interest added, and discounting

same, provided that the credit of the parties thereto is good.

A Bank Note or Bill is a Negotiable Instrument of sm-li a re-

cognized value or quality that it passes as readily as a gold coin.

nay even more so in ordinary times, where it represents a laru-

amount, as it is so much more convenient in every respect thai a

bag of gold coins or gold dollars.

In business transactions between parties at a distance the

Cheque or Bank Draft affords a good example of the a<!vant;i: -

(216)
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of negotiable paper in thus being able to remit in a letter the equiva-

lent of Cash.

Question 2. Can a Non-Negotiable Note be transferred to any-

one? If so, how and what would be the effect of such transfer?

A. A Non-Transferable Note orCheque can be practically trans-

ferred to any one by an assignment or transfer, but the holder could

not demand and enforce payment if the party liable could show

that he did not owe the debt. In other words, the holder would

hold it subject to all defects in title, etc.

Question 3. What constitutes proper Presentation for Payment,
of a Bill?

A. Presenting it on its due date by the Holder, either personally

or through an agent, at the place mentioned therein for payment,
or where no place for payment is specified, on the Drawer or Maker

himself, or at his place of residence, or last known place of resi-

dence.

If the Drawer or Maker could not be found after this reason-

able search, Proper Presentment would have been duly made.

This question is answered fully on page 231.

Question 4. Black and Brown are Trading Partners and owe

Smith $1,000. Black gives Smith a Promissory Note for the

amount at four months, and by mistake Brown gives him a second

Note for the same amount. Each was signed
" Black & Brown."

Smith has these Notes discounted at his Bank and before the due

date fails badly, leaving no Assets. What is the Bank's position?

A. The Bank can evidently get nothing from Smith, but it can

duly recover both Notes from Black and Brown. The Bank is a

Holder in due course for value.

It might, perhaps, be noted that Smith however could only have

recovered payment of one of the Notes, as he improperly obtained

Loth, and could under the circumstances detailed be held liable for

-obtaining money presumably under false pretenses.
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Question 5. (a) State what is meant 1>\ Kndcn-st'inent.

(b) How does it affect the parly indorsing?

(c) In how many ways may Endorsing be done?

A. Endorsement is the act of a person writing his name on a

Bill when it is payable to him or his order for the purpose of negoti-

ating it.

(b) It renders him liable for the amount of the Bill to any
future holders, unless when he Negotiates it he qualifies his En-

dorsement by such words as
" Sans Recours," or

" Without Re-

course." He could further endorse it as shown in the answer to (c).

(c) For full answer to this, see page 209.

Question 6. (a) What is meant by Protesting a Bill of Ex-

change ?

(b) Who may Protest it ?

(c) What are the essential features of a Protest?

A. Eor full answer to this question, see page 225.

Question 7. Three months after date I promise to pay John

Jones One hundred dollars.
(
sgd.) W. Smith.

Is this Note valid? If not, point out wherein it is defective.

A. The Note is valid, but not complete. It can however be

legally rendered so by John Jones filling in the proper date, or of

course Smith could do so.

Question 8. Is Notice of Dishonor of a Bill or Note ever dis-

pensed with? If so, when and how?

A. Notice of Dishonor of a Bill is dispensed with when the En-

dorser waives Notice, that is, undertakes to be responsible whether

he receives Notice of Dishonor or not.
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Further, when the Maker has signed merely to accommodate

the other party, he could still be entitled to be repaid, if a subse-

quent Holder had enforced payment from him (the Maker) and

neglected to notify the party accommodated, viz., the first En-

dorser.

When, after the exercise of reasonable diligence, Notice as re-

quired by the Bills of Exchange Act, cannot be given to or does

not reach the Drawer or Endorser sought to be charged.

As regards the Drawer in the following cases, namely, (1) Where
the Drawer and Drawee are the same person; (2) Where the Drawee

is a fictitious person, or a person not having capacity to contract;

(3) Where the Drawer is the person to whom the Bill is presented

for payment; (4) Where the .Drawee or Acceptor is, as between

himself and the Drawer, under no obligation to pay the Bill; (5)

Where the Drawer has countermanded payment.

As regards the Endorser, in the following cases, namely (1)

Where the Drawee is a fictitious person, or a person not having

capacity to contract, and the Endorser was aware of the fact : at the

time he endorsed the Bill; (2) Where the endorser is the person to

whom the Bill is presented for payment; (3) where the Bill was

accepted or made for his accommodation.

Question 9.
"
Three months after date I promise to pay A.

"
Brown, or order, One hundred dollars, with interest at 7 per cent.

"
per annum, value received. (sgd.) W. Bell."

Brown being unable to collect the Note sues Bell on 31st

Dec., 1898, for the face of the Note and interest. State how you
would compute the claim, and your reasons.

A. This Note, like its valid predecessor in Question 7, is not

dated, but presuming that it matured before the 31st December, the

claim would be for the $100 and interest thereon computed from the

date of Bill to 31st December at 7 per cent., though it is more than

probable that Brown would only recover interest at the rate of 6

per cent, (rate regulated by the laws of particular country) from
the due date of Bill to date of payment.
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Question 10. Explain what is meant by a Cheque being crossed
"
Generally

" and crossed
"
Specially." What are the duties of

Bankers as to Crossed Cheques?

A. A Cheque being crossed Generally means that two parallel

transverse lines are written across with the word "
Bank/' or with-

out it, written between as follows:

CHEQUE. CHEQUE.

meaning that instructions are thereby given to the paying Bank to

only honor the Cheque when it is presented for payment through a

Bank. It bars the Cheque being paid in Cash over the counter.

A Cheque crossed Specially has the name of the Bank written

between the lines as above, thereby specifying the Bank through
whose hands it must pass before being paid. In countries where

Crossed Cheques are the rule and not the exception, as is not the

case in Canada, these instructions in the latter case, though rigidly

observed in the General Crossing, are more honored in the breach

than the observance, that is, the Cheque is usually treated as Gene-

rally Crossed, unless drawn for a large amount.



CHAPTER XXI.

MERCANTILE LAW.

Question 1. What is a Contract?

Give two examples of Contracts, which are
"
per se

"
void or

illegal. State some kinds of Contracts which must be in writing.

A. A Contract can be defined as an agreement between two or

more persons, which is enforceable at law, such an agreement being a

compact or undertaking between certain individuals to do or per-

form something or to render some benefit to the other party, direct

or indirect, for a consideration. The consideration therefore being
an essential part to render the agreement binding at law.

A Contract to perform an impossible undertaking would "
per

se
"
be void.

A Contract entered into to retail liquors without a proper license,

or commit a robbery, would be illegal, and consequently void.

For the kinds of Contracts which must be in writing, see p. 222.

Question 2. Define the term "
Consideration," and explain the

difference between Legal and Moral Consideration.

A. "
Consideration "

is part of a Contract which is necessary to

make it enforceable at law.

The exceptions to this are Contracts under Seal and Negotiable
Instruments.

Consideration may be defined as the benefit to be derived, either

directly or indirectly, by any party to the Contract who promises

(221)
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or undertakes to do or not to do something, such benefit being given
or promised him by the other party.

A standard definition is as follows:

" Some right, interest, profit or benefit accruing to the one

party or some forbearance, detriment, loss or responsibility given,

suffered or undertaken by the other."

A Legal Consideration is, as the name implies, one that is not

contrary to law.

A Moral Consideration is one which is binding by the standard

of what is right and honorable, but which is on a point of law not a

Legal Consideration. Many things are illegal and at the same time

not necessarily criminal.

Question 3. What is
" The Statute of Frauds "? Answer briefly

and state its most important bearings on Commercial Transactions.

A. What is known as the Statute of Frauds is an Act passed in

the 29th year of Charles II., which in its main provisions is still in

force. It regulated what Contracts must be in writing to make

them enforceable at law, enumerating the different classes; also

making provision as to Verbal Contracts for sale of goods, and limit-

ing the cash value of such to make them legal.

A Verbal Contract (coming under the proper class) is limited in

England to 10, in Canada to $40., unless there is a partial payment
made thereon or a partial delivery and acceptance of the goods.

The Statute of Frauds enacts that no action shall be brought on

any of the Contracts specified in the fourth section of the Act,

unless the 'agreement upon which such action shall be brought or

some memorandum or other note thereof shall be in writing and

signed by the party to be charged therewith or some other person

thereto, by him lawfully authorized.

The Contracts comprised in the fourth section are:

1. Any special promise by an Executor or Administrator to

answer damages out of his own Estate.
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2. Any special promise to answer for the Debt, Default or

Miscarriage of another person.

3. Any Agreement made upon Consideration of Marriage.

4. Any Contract or Sale of Lands, Tenements or Heredita-

ments, or any Interest in or concerning them.

5. Any Agreement that is not to be performed within the

space of one year from the making thereof. The 17th

section of the Statute of Frauds enacts that no Con-

tract for the sale of any Goods, Wares and Merchandise

for the price of $40 sterling or upwards shall be allowed

to be good, except the Buyer shall accept part of the

goods so sold, and actually receive them, or give some-

thing in earnest to bind the bargain or in part payment,
or except some Xote or Memorandum in writing of the

bargain be made and signed by the parties to be charged

by such Contract, or their Agents thereunto lawfully

authorized. By Lord Tenterden's Act (9 Geo. IV. c.

14, s. 7), this 17th section of Statute of Frauds was

extended to include all executory (i.e., future) sales of

goods to the value of $40 and upwards, whether the

goods be in existence or not at the time of the Contract.

Question 4. Explain briefly the effect of the Statute of Limita-

tions on Debts.

A. The effect of the Statute of Limitations is to limit the time

in which a Debt can be recoverable at law.

In ordinary Debts, whether for trade or otherwise, the time is

limited to six years, and after that period the Debt is said to be

barred by the Statute. The limit differs in certain cases as follows:

(R. S. 0. 1897, cap. 72, sec. 1):

"
Actions for penalties, damages, or sums of money given to the

party aggrieved, by any Statute, within two years after the cause

of such actions arose."
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"
Actions upon any Covenant contained in any Indenture of

Mortgage, made on or after the 1st day of July, 1894, within ten

years after the cause of such actions arose."

Actions for Rent, upon an Indenture of Lease, and

Actions upon Bonds and other Contracts under Seal (except the

aforementioned Covenant in a Mortgage) must be commenced
within twenty years.

Actions on Accounts musf be commenced within six years.

Actions on Promissory Notes and Bills of Exchange must be

commenced within six years after they are payable.

The important exception to the rule is the case of Banks. No
Debt due by a Bank is barred for

(1) Notes Issued by it.

(2) Its Customers' Deposits.

(3) Dividends due Shareholders.

The Statute does not remove the Debt, the moral obligation to

pay it still remains, but it takes away the power of collecting it by

any legal process. The Debtor, however, can remove the
"
bar," as

shown in the answer to Question six.

Question 5. If A. owes B. several Debts and makes him a* Pay-

ment, what are their respective rights as to the appropriation of this

Payment.

A. A., when he makes the Payment, has the right to say to which

Debt or Debts it shall be applied. If he does not exercise this

right, B. can apply it to any one or more of the Debts he pleases.

If, however, A. owed B. two Debts, one for $18, and the other

for $13.36, and sent him a Payment for $13.36, it should be ap-

propriated to the latter Debt, as it was clearly so intended.

If A. sent the Payment, stating how he wished it appropriated,

B. must so deal with it, or he should return it to A. statin<r his ob-

jections.
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The intention of A. ought to be notified to B. at or before the

time of Payment, but B. need not apply it to any particular Debt

at the moment of Payment; he has the right to make the applica-

tion at any subsequent period.

Question 6. In the former question if one of the Debts is barred

by the Statute of Limitations, would it aifect B.'s powers? How
could this Debt be legally revived?

A. If the Debt really exists (though the right of action is

barred), it would not affect B/s power in appropriating the Pay-

ment on the Barred Debt, subject, of course, to A. giving no direc-

tions, or implying any.

The Debt could be legally revived by a written acknowledgment
of it, or by a part Payment.

The written acknowledgment must be in unconditional terms

and such that an intention to pay when asked may be inferred.

And if when a Part Payment is made the Debtor showed plainly

to his Creditor that he intended to pay nothing more, it would not

operate to remove the bar.

Question 7. What do you mean by
"
Protesting a Bill of Ex-

change"? What is required to make a Protest legal? Is it abso-

lutely essential that all Bills or Notes, not paid at maturity, should

be protested? And why?

A. Protesting a. Bill of Exchange is the noting and protesting

thereof and the sending a formal notice of its Dishonor by a notary

public to the parties who are liable to pay the same.

This Protest, in the absence of a notary public, can be made by

any justice of the peace, resident in the place where the Bill is pay-

able.

To make the Protest legal it must contain a copy of the Bill or

the Original Bill may be annexed thereto, and the Protest must be

signed by the notary making it, and must specify:

(a) The person at whose request the Bill is Protested;
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(b) The place and date of Protest, and cause or reason for Pro-

testing the Bill, the demand made, and the answer given, if anv,

or the fact that the Drawee or Acceptor could not be found.

When a Bill is Protested, the Protest must be made or noted on

the day of its Dishonor. It must be protested at the place

where it is Dishonored, or at some other place in Canada situate

within five miles of the place of Presentment and Dishonor of such

Bill.

Except in the Province of Quebec, it is not necessary that all

Dishonored Bills or Notes should be Protested as, in the case of

an Inland Bill, the holder of the Bill when it is Dishonored can

hold his recourse against the Endorsers by a simple notice of the

Dishonor sent without delay. The Maker cannot demand this

notice, and in certain cases the Endorser may dispense also with the

notice by waving his right thereto.

The notice may be given as soon as the Bill is Dishonored, and

must be given not later than the next following judicial or busi-

ness day.

Where a party to a Bill receives due notice of Dishonor, he has,

after the receipt of such notice, the same period of time for giving

notice to antecedent parties to the Bill, that the holder has after

the Dishonor;

The advantage of the Protest is that if the holder has to sue for

payment it gives ready proof of the Dishonor and the other acts of

the notary. In the case of Foreign Bills, however, when Dis-

honored they must be Protested.

Question 8. Under what circumstances may an Endorser to a

Note be discharged of his liability?

A. (1) By the Note or Bill being paid by the Maker or any

person antecedent to the Endorser in question.

(2) By the holder of the Note giving an extension of time to

the Maker to pay, without his (the Endorser's) consent.
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(There is an exception to this if the Maker or Acceptor has

signed the Bill merely as a matter of accommodation

for the Drawer, when if the holder thereof allowed him

(the Maker or Acceptor) time and then made him pay
the Bill, he (the Maker or Acceptor) would not lose

his remedy against the party he had thus accommo-

dated.)

(3) If he has not had proper notice of Dishonor. The En-

dorsers should be notified of the Dishonor as detailed in the previ-

ous answer.

(4) If the Note has not been Protested, if it is a Foreign Bill.

(In the Province of Quebec all Bills must be Protested.)

(5) Where the Note has been materially altered without his

consent, but if the alteration is not apparent on its face and the

Note in the hands of a holder in due course, such holder may avail

himself of the Bill as if it had not been altered.

(6) By Non-presentment of the Note for Payment.

Question 9. What is meant by Stoppage in Transitu, and

under what circumstances can the Seller's rights be annulled?

A. Stoppage in Transitu is the right of the Seller to stop the de-

livery of Goods sold on credit, and while in course of being delivered,

and in the carrier's hands, if meanwhile he receives notice or ob-

tains information that the Purchaser of such Goods is Insolvent.

The Purchaser must not have obtained possession of the Goods

either actually or constructively. The Seller can not only stop the

delivery, but resumes possession of the Goods until he receives pay-

ment for them, though the sale is not actually rescinded. The

Purchaser might after .all be in a position to pay for the Goods,

and if he could not get them maintain an action for damages.
Such a point as this would be a matter for the Seller to obtain

legal advice upon.

The Seller's rights can? be annulled by the Purchaser proving to

be solvent, and if the Goods had been wrongfully delayed the Seller
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might not only have to deliver the Goods, but pay the expenses
incurred.

If the Purchaser has sold the goods in good faith
"
to arrive

"

it would annul the Seller's rights.

The Seller's rights could also be annulled by not notifying the

carrier who had the possession of the goods, also as before stated,

by the Purchaser obtaining
"
actual or constructive

"
possession,

possession by his agent Avould suffice.

In answering a question like this, there are so many distinctions

in law as to the meaning of
"
actual or constructive

"
possession by

the Purchaser, whereby the Seller's rights might be annulled, that

only the main principles can here be dealt with, and the student

could with advantage refer to some standard work on Mercantile

Law for fuller information.

Question 10. In a dispute submitted to Arbitration point out

briefly the essentials of a proper award.

A. That it must be according to the terms of the submission,

and must only refer to the question or questions submitted, and must

dispose of them all.

That it only affects the parties to the dispute.

That it covers all the matters submitted for arbitration.

That it is clear and certain in its meaning.

That it can be carried out at the time the award is made, that it

is possible.

That it is legal.

That it is a reasonable award, and it must be final and conclu-

sive.

That it must be in writing.



CHAPTER XXII

MERCANTILE LAW.

Question 1. Define a Guaranty. What is necessary to make

a Guaranty enforceable in law?

A. A Guaranty is a promise or undertaking made by one person

with another to be liable or answerable for the debt, default or mis-

carriage of a third person.

To make it enforceable at law it must be in writing and signed

by the party chargeable therewith, and there must be ;a consider-

ation unless the document is under seal.

Question 2. What is Fraud? Give the main provisions of the

Statute of Frauds affecting Contracts.

What are a Debtor's Rights in case he has given a secret pre-

ference to induce a Creditor to join in a Deed of Composition: (a)

Where he has given security; (b) Where he has paid money.

A. Fraud may be defined as a false statement made with know-

ledge of its falsehood, and with the intention that it should be acted

upon, whereby any advantage is illegally or improperly obtained, or

attempted to be obtained, or on the other hand whereby the party
deceived has been damaged. For the provisions of the Statute of

Frauds affecting Contracts see page 222.

The second part of question can be briefly answered as follows:

(a) The Creditor could not recover on or make use of such

security.

(b) The Debtor could make such Creditor refund the money.

(229)
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Question 3. What is the General Law as to the Validity of Con-

tracts made by a Minor? Give explanations.

Can a Minor act as an Agent? Explain.

A. The General Law is that Contracts made by Minors, except
for necessaries, are voidable, that is, that they cannot be enforced by

law, unless ratified in writing when the person becomes of age.

It is supposed that a Minor is not capable of entering into

trading or business transactions owing to tender years and

business inexperience, but if he (or she) obtains necessaries, such

as board, food and clothing on credit, it would be recoverable.

However, a promissory note signed for them by a Minor would not,,

as it would come under the heading of a commercial transaction;

though the seller could recover the amount of the note unless it

represented more than the value of the goods supplied.

A minor can act as an Agent for another. The principal, if

he considers the Minor competent to act for him, accepts the re-

sponsibility for his actions, acting as such, as if he performed them

himself.

"
Qui facit per alium, facit per se."

Question 4." A." and "
B." are in partnership ;

"
A.'s

"

capital is $20,000, "B.V is $10,000. Under their partnership

articles they are each equally entitled to the profits, and are each

equally liable for all losses. They decide to go out of business,

and after realizing on all their assets and using up all their capital

they still owe to third parties $5,000.
" A." pays the balance of

the debts; what does
" B." owe " A." ?

A. The losses from the question amount to $35,000, of which

each bears half.

A. put $20,000 into the business, so it owes him this amount

less his share of the losses, $17,500, viz., $2,500 plus the $5,000 he

paid the third parties.

MEMO. B. should have paid this $5,000.
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B. put $10,000 into the business and his share of losses is $17,-

500, so he has to pay $7,500, or owes this amount to A.

Question 5. Define the meaning of the Application or Appro-

priation of Payments, and what are the rights in respect thereof :

(a) of the Debtor: (b) of the Creditor?

In case neither Debtor or Creditor exercises the right, how are

Payments applied in law?

A. The Application or Appropriation of Payments refers to the

treatment of the Payment made and the manner in which it is used

in reduction of the one or more of the debts owing.

If there is only one debt no "
appropriation

"
is made, as the

Payment simply goes in reduction or satisfaction, but where there

are two or more debts, the Payment can be appropriated to either

debt as the Debtor may elect, or failing any instructions from him,

as the Creditor chooses.

This question is fully answered on page 224.

If neither Debtor or Creditor exercises the right, the Pay-

ments are, as a general rule, applied by the Courts when appealed

to as follows:

Providing it is not barred, the oldest debt is first paid off, and

then the next oldest, and so on, as far as the payments will suffice,

or as the Court may think just.

Question 6. What is necessary to be done at the maturity of

a Bill of Exchange to hold the Drawer and Endorser liable?

A. It must be presented at the place of payment, if specified

in the Bill.

If no place of payment is specified, but the address of the drawee

or Acceptor is given in the Bill, it may be presented at that

address.

If no place of payment is specified and no address is given, the

Bill must be presented at the Drawee's or Acceptor's place of busi-

ness, if known and if not, at his ordinary residence, if known.
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In any other case it may be presented to the Drawee or Accep-

tor wherever he can be found, or at his last known place of business

or address.

If dishonored, the Drawer or Endorser must be properly notified

at once of the dishonor. In the case of a Foreign Bill it must be

protested, when the Notary Public would send the proper notice

of dishonor.

In the Province of Quebec all dishonored Bills must be protested

to hold the Drawer and Endorsers liable.

Question 7. Define a Warehouse Receipt; a Bill of Exchange;
a Bill of Lading; a Promissory Note and a Cheque; and distinguish

between a Negotiable Security and a Security which passes only by

Assignment?

A. Warehouse Receipt, is a receipt given by the proprietor of a

warehouse, store, etc., acknowledging that certain goods as specified

therein are warehoused, stored, or kept in his possession for the

persons thus storing their property in said warehouse, etc.

The ownership in these goods may be transferred, for the pur-

poses of security say to a Bank, or if sold, by delivery of the Ware-

house Eeceipt duly endorsed.

Bill of Exchange, is an unconditional order in writing, addressed

by one person to another, signed by the person giving it, requiring

the person to whom it is addressed to pay, on demand or at a fixed

or determinable future time, a sum certain in money to or to the

order of a specified person, or to bearer.

Bill of Lading, is a receipt or document, which acknowledges
the receipt of the goods as shipped, or to be shipped, and also con-

tains the terms and conditions, including an undertaking, under

which they are to be conveyed to their destination.

Where the goods are to be delivered by sea. the receipt should

contain the names of the shippers, of the vessel, giving details, etc.,

describing the goods with their distinguishing marks, and should

be signed by the Master of the vessel.
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Other Bills of Lading are usually signed by the agent of the

Carrier or Company carrying the goods.

Bills of Lading give a title to the goods being conveyed, in a

similar way to Warehouse Eeceipts.

A Promissory Note, is an unconditional promise in writing made

by one person to another, signed by the maker, engaging to pay,

on demand or at a fixed or determinable future date, a sum certain

in money, to, or to the order of, a specified person, or to bearer.

A Cheque, is a Bill of Exchange drawn on a Bank, payable on

demand.

A Negotiable Security, is one representing on its face a certain

sum of money where the complete title thereto is contained in itself

and passes by endorsement and delivery, or merely delivery.

A Security which passes only by assignment, passes the title

thereto subject to any defects or set-offs which may belong to it.

A Promissory Note payable to order and endorsed and delivered

to a third party would give him a good title.

A Promissory Note payable to a certain person only and assigned

to a third party, would only give him the same title as the first en-

dorser had, which might be subject to a set-off, etc.

Question 8. Distinguish between Void and Voidable Contracts,

giving illustrations of each kind.

A. A Void Contract is
"
per se

"
null and void, rendered so

through some defect; as to make a valid Contract certain regula-

tions have to be observed, in other words, the agreement therein

contained must be enforceable at law.

A Void Contract is one that has from the beginning no legal

effect at all.

A Voidable Contract is one which can be rendered void by one

of the parties thereto, who also has the power to render it binding.

A Contract which, not being under seal, contained no mention

of consideration, there not being any, would be void.
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A Contract for trading purposes entered into where one party

was a minor would be voidable, at the option of the Minor, though

he could ratify same when he became of age.

Question 9. What do you understand by a Submission to

Arbitration ?

A. Where parties cannot agree in any transaction and arrange

to have the points on which they disagree referred to some person
to settle the differences for them, and they agree to abide by this,

decision, such an agreement is known as a Submission to Arbitra-

tion.

Question 10. What should the conduct of an Arbitrator be

from the time he has accepted his appointment until the Award
is delivered, in relation to all matters affected by the submission;

and point out the important matters necessary to a valid Award.

A. It is somewhat difficult to say what the Examiner here

means by the term "
Conduct," so the question is answered from a

double standpoint.

His conduct, then, should be one of strict impartiality, being

only guided in giving his award on the facts or evidences by his

honest conviction, and not allowing any personal consideration

to influence him.

He directs all proceedings necessary to the conduct of the Arbi-

tration.

His procedure in conducting the Arbitration would be to study

the matters contained in the submission; to summon witnesses,

where necessary, and obtain all the information and documents

which would be required to enable him to thoroughly understand the

case. He would get advice and help from experts if wanted. If

the submission was not clear he should have it made so by getting

each party thereto to give him his views in writing before entering

on the Arbitration.
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He will have to be careful that he thoroughly understands the

law in the matter, as his award must be in conformity therewith.

When the parties to the Arbitration have completed the pre-

sentation of their case, the Arbitrator should declare the Arbitration

closed, after which no more evidence can be received. He then

proceeds to make his award.

The important matters necessary to a valid award will be found

in an answer to another question on page 228.



CHAPTER XXIII.

MERCANTILE ARITHMETIC.

Question 1. A Trustee purchased at par five Municipal Deben-

tures as follows:

No. 1 1 year. Int. 4 % payable annually.
2.... 2

"

3. ...3
"

4. ...4
"

5. ...5
"

The amount payable annually by the Municipality to retire

one Bond and Coupons on all Bonds is $1,100.

Find amount of each Bond.

A.

Operation.

Bond No. 5 = $1,100 00 -f- 1.04 = $1,057 69.

4 = 1,057 69 -r 1.04 = 1,017 01.

3 = 1,017 01 -T- 1.04 = 977 89.

2 = 977 89 -=- 1.04 - 940 28.

1 = 940 28 -r- 1.04 = 904 12.

Explanation.
Each payment of $1,100 is made up of the maturing Bond

and the last 4% Coupon attached to it, together with one 4%
Coupon from each of the unmatured Bonds. It is evident, then,

that the fifth payment of $1,100 is made up of Bond No. 5 and

one Coupon of 4% thereon: 104% Bond No. 5=$1,100, and

Bond No. 5=$l,100-:-1.04=$l,057.69.

The fourth payment of $1,100 is made up of Bond No. 4, one

Coupon of 4% thereon and one Coupon of 4% on Bond No. 5. But

4% on Bond No. 5=4%on $1,057.69=42.31, which deducted from

(986)
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|

$1,100 leaves $1,057.69 as the sum of Bond No. 4 and one Coupon
of 4% thereon. It will be observed that this is also the amount

of Bond No. 5, and in like manner it may be shown that each

Bond is equal to the sum of the preceding Bond and one of its

Coupons. Therefore, all such questions may be worked as fol-

lows :

Divide the annual payment by the amount of $1 invested for (,ne

year at the given rate, thus obtaining the face of the last maturing

I Bond. This Bond divided by the same divisor gives the face of the

Bond immediately preceding it. Similarly the face of all the other

Bonds may be found by dividing the face of the Bond maturing im-

mediately after it by the amount of $1 invested for one year at the

given rate.

Question 2. A Merchant is Mortgagor on Mortgage of $5,000,

principal due in 1902. He has provided for interest but intends

to pay principal out of proceeds of four mortgages of $1,250 each

he holds, which expire, one in 1898, 1899, 1900, 1901. He proposes
to invest sufficient of the principal of these at compound interest,

4% half-yearly, to provide for the $5,000 he owes in 1902.

How much of each did he invest?

A.

Operation.

Each $1 invested in 1901 will by 1902 be worth $1 x 1.02* = $1.0404
1

" 1900 " "
1 x 1.02* = 1.08243

1
"

1899 " "
1 x 1.02 6 = 1.12616

1 " 1898 " "
1 x 1.02 8 = 1.17166

So that $1 invested annually for 4 years will by 1902 be worth $4.42065

$5,000 -f- 4.42065 = $1,131.06. .4 ;w.

Explanation.

This is simply another way of asking what sum set apart

annually for 4 successive years and bearing interest at 4% per

annum, compounded half-yearly, would amount to $5,000 at the

end of the 4th year, which may readily be determined as follows:
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Find the value at the end of the given time of an- annual deposit

of $1 at the given rate. This divided into the required sum will

give the necessary annual investment to yield the same.

Higher Powers of Numbers. In connection with such ques-

tions as the above a few hints on the method of obtaining the

higher powers of a number may prove useful. Let us suppose

for the purpose of such a calculation that we need the compound
amount of $1 for 16 years. This just means that we have to mul-

tiply sixteen 1.04's together, in other words, raise it to the 16th

power. 1.04 multiplied by itself gives what is known as the second

power of 1.04, generally expressed 1.042
; this multiplied by itself

gives 1.04 4
; the latter number multiplied by itself gives 1.048

,

which means eight 1.04's multiplied together; 1.04 8

multiplied by
itself gives 1.0416

, thus arriving at the result by four multiplica-

tions instead of fifteen.

1.04X1-04=1.0816; 1.0816X1.0816=1.169859 to six places^
1.04 4

. Multiply 1.169859 by itself, carrying the answer correct to five

places=l,04
8=1.368569. Now multiply the latter number by

itself to the same number of places=1.872980=1.04
16

.

Question 3. What amount in currency \vill purchase a Bill of

Exchange on London for 100, the current rate being

A. "The current rate being 10%," means that Kxchange on

London is 10% advance on the Old Par, which was l=$4.44 4-9.

Old par value of /100 = 4.44* x 100 = $444.11,',

Add 10 % exchange, 44 . 4 I
,',

Cost of bill would be .................. $488. 88 or $488.89 ,-/;/.v.

Second Method

V x L
i x lio = 4 \r = $488.89. Ans.

Question 4. Which is the most profitable way to invest money?

(a) Deposit in Savings Bank. Interest 3J% JHM- annum com-

pounded half-yearly.

(b) Buy Imperial Bank Stock at 194. Dividend being 4%
half-yearly.
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(c) Buy Bank of Montreal Stock at 241. Dividend half-

yearly b%.

\. Let us compare the half-yearly returns from an investment

of $100 each.

(a) By depositing we get If per cent, per half year on $100 = $1.75.

(b) An investment of $194 in Imperial Stock yields $4 per half year,

therefore $100 in Imperial Stock would yield $4
-=- 1.94 = $2.062 half-

yearly.

(c) An investment of $241 in Montreal Stock yields $5 half-yearly, an

investment of $100 in Montreal Stock would yield $5 -r 2.41 = $2.075

half-yearly.

It is clear, then, that it would be most profitable to invest in

Bank of Montreal Stock.

Question 5. In the following account what percentage of the

Sales does each item of the Debit side represent?

Dr. FLOUR TRADING ACCOUNT. Cr.

Purchases
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A. The Discount on any Note for 1 year (365 days) at 5% is

1-20 of its face, and the discount for 90 days would therefore be

90-365 of 1-20 face, which is 9-730 face of the note. Deduct this

discount from the full face and we have as proceeds 721-730 face of

Note, which according to question is $2,469.25.

If *
5 face = 2,469.25.

*io
" - 1W

7.ao =
aAfi-jifi. x 730 = $2,500.07 face of note. Ans.

Another method of working this sum is to find the proceeds
of say $100 discounted for the 90 days, and the result is obtained

by simple proportion.

Thus. Interest on 90 days
100 x 5 x 90

365 x 100
-= 1.233

Proceeds = $100 1.233 = $98.767,

then as 98.767 : 2469.25 : : 100 : the face of the note,

which gives $2,500.07. A ns.

Question 7. A Merchant gave his clerk an Invoice of Saws

he had purchased. The Invoice included four lines of goods, the

net amount paid being:
.

Line No. 1 $ 90 85

74 25

34 72

134 84

$334 66

The Invoice did not show the Manufacturer's list price, and the

Merchant desired to compare the list with another maker's. The

Discounts on each line were as follows:

No. 1 15 10 5

"2 25 20 10

"3 30 20

"4 30 25 20 10 5

What was the list price of each line?

AVhat would Invoice amount to at list price?
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A. Any of the following methods may be used in obtaining

the list price when the net price and discounts are given.

Line No. 1. Net price, $90.85. Discounts, 15 %, 10 %, 5 %.

$90.85 x Vs9 x VoQ x ug = $125, price list.

Line No. 2. Net price, $74.25. Discounts, 25 %, 20 %, 10 %.

100 25 = 75. 100 20 = 80. 100 10 = 90.

.75 x .80 x .90 = .54 of list price.

$74.25
~ .54 = $137.50, list price.

Line No. 3. Net price, $34.72. Discounts, 30 %, 20 %.

100 % list.

Less 30 "

70 "

Less 20% 14 "

Net, 56 ."
58 % list price = $34.72

100 %
" = *$jp x 100 = $62.00, list price.

Line No. 4. Net price, $134.84, Discounts, 30 %, 25 %, 20 %, 10 %, 5 %.
134.84 x V x f x | x V- x iS = $375.50, list price.

Invoice at list price = $125 00

137 50

62 00

375 50

$700 00 Ans.

Question 8. Find the cubic contents of a Bin, 12 ft., 6 in., by
6 ft. ,2 in., and 6 ft. in height.

How many net tons (2,000 Ibs.) of Anthracite Coal will it con-

tain, a cubic foot of Coal weighing 58.25 Ibs.?

A. Multiply the three dimensions together.

12* x 6^ x 6 ft. = 462i cubic feet.

It will hold the following quantity of Coal:
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Question 9. Find the value of the following :

.87942 of 1 sterling.

.6492 of a ton, avoirdupois.

.8543 of a bushel, dry measure.
A.

.87942

20

s. 17.58840

12

d. 7.06080 Practically 17*. Id.

.6492 ton.

2000

Ibs. 1298.4

16

oz. 6.4 1,298 Ibs. 6 oz.

.8543 bushel.

pks. 3.4172

8

qts. 3.3376

_ 2

pts. 0.6752 3 pks. 3 qts. 0| pts.

Question 10. What amount of Coffee, at 60c., 40c., 25c., and

15c., must a Merchant add to 40 Ibs. at 75c. to make a mixture to

sell at 30 cents ?

A. In such questions as this the losses on grades worth more

than the actual selling price must be equalized by gains on grades

worth less than the actual selling price. It is evident that there

is a loss on the Coffees quoted at 75c., 60c. and 40c.; these losses

can only be made up by putting in a sufficient quantity of 25c.

and 15c. Let us begin with the quantity given in the question

namely, 40 Ibs. at 75c.:

On 1 Ib. of 75c. coffee there is a loss of 45c.

"40 "
75c.

" " " 45 x 40 = 1800c.

We can make this up by using 25c. or 15c. or both; for conveni-

ence we will use 15c. Coffee, on which we have the greater gain.



MERCANTILE ARITHMETIC 243

We gain 15c. on 1 Ib. of the 15c. coffee.

1800c. on ! or 120 Ibs. of the 15c. coffee.

so that if we had only these two grades to deal with, our mixture

would be 40 Ibs. of 75c. and 120 Ibs. of 15c. Coffee.

In a similar manner we could put in any quantity we chose

of the 60c. Coffee and equalize the loss thereon by putting in

either 25c. or 15c. Coffee.

On 1 Ib. of 60c. Coffee there is a loss of 30c, and, as on each

pound of 25c. Coffee we gainJ5c., we should require 6 Ibs. of the

latter to equalize each pound of the former.

Again, it is seen that on 1 Ib. at 40c. we lose 10c., to make up
which it would require 2 Ib. of the 25c., on which we gain 5c. per

Ib. It is clear we could have an indefinite number of answers to

this question, as no limit is placed upon the quantities to be used

other than of the 75c. Coffee. The following summarizes the

above explanation, and shows the gains and losses side by side:

Losses. Gains.

40 Ibs. @ 75c. loss 45c. x 40c. Equalized by 120 Ibs. @ 15c. gain 15c.

= 1800c. x 120 = 1800.

1 Ib. @ 60c. loss 30c. x 1 = " "6 Ibs. @ 25c. gain 5c.

30c. x 6 = 30.

He could put as many pounds at 60c. as he chose, so long as he

put in six times as many pounds at 25c. to equalize them.

1 Ib. @ 40c. loss lOc. x 1 = 10c., equalized by 2 Ibs. @ 25c. gain
5c. x 2 = lOc.

He could put in as many Ibs. at 40c. as he chose so long as he put in

twice as many Ibs. at 25c. to equalize them.

Answer

40 @ 75c.

1 "
60c.

1 "
40c.

8 "
25c.

120 "
15c.

There are several other methods of working these questions,

but they are all based upon the same principle, namely, equaliza-

tion of the losses on the high priced grades by putting in a suffi-

cient quantity of the low grades to yield gains of the same amount.



CHAPTER XXIV.

MERCANTILE ARITHMETIC.

Question 1. The Steam barge
" Elk "

agrees to tow the barge
B. for three trips. The Captain signs the following agreement:

It is understood and agreed between the undersigned Captains
of the barges

" Elk " and B. that in settling Tow Bills in going

through the Welland Canal, the Gross Freights shall be taken,

from which shall be deducted Canal Tolls and Canal Towing.
One-third of the 'balance shall be the amount due Steamer "

Elk.'
r

From this amount the B. is to retain $15 allowance for Harbor

Tow Bills.

Under the above agreement two trips were made, 1st Trip,

Duluth to Kingston, Rate of Freight, 3Jc. per bush. Cargo,

40,000 bush. Wheat.

2nd Trip, Duluth to Kingston, Eate of Freight, 3fc. per bush.

Cargo, 39,000 bush. Wheat.

On first trip, the Captain of barge B. collected Freight and

paid Canal Towing, $156.60. Canal Tolls, $120, were paid by

Captain of "Elk." On second trip, Captain of B. paid Canal

Towing, $152.60 and collected Freight; Captain of Steam-barge

paid Canal Tolls, $117. Captain of barge B. then paid on the

following figures, contending that he was settling according to the

agreement: i

(244)
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Trip i.

Trip 2.

40,000 Bush, at 3*c. is $1,300

Steam barge Elk, Cr. % is

Dr.

To Canal Towing $156 60
" Harbour Tow Bills 15 00
" Cash to balance 261 73

39,000 Bush, at 3|c. is $1,413 75

Steam barge Elk, Cr.
, % is

Dr.

To Canal Towing $152 60
" Harbour Tow Bill 15 00
4 ' Cash to balance . 303 65

$433 33

$433 33

$471 25

$471 25

The Captain of Steam-barge claimed this was not right, that

he should receive more Cash. What amount was he paid short, or

was the settlement according to the agreement?

A. Adopting the Captain's form of Account as an alternative

method, the question may be worked as follows :

Freight on Trip 1 = 40,000 x 3^ = $1,300 00

Deduct per agreement
Canal Towing $156 60

"
Tolls.. 12000

Net Freight

Elk's

= 276 60

= 1,023 40

= 341 13

The amount due the
" Elk "

can be best understood by adopt-

ing the Form of Account given in question:

TRIP 1.

Steam Barge Elk, Cr.

By \ Net Freight .
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Freight on Trip 2 = 39,000 x 3c. = $1,413 75

Deduct per agreement
Canal Towing $152 60

" Tolls 117 00
= 269 60

Net Freight = $1,144 15

Elk's " = 381 38

TRIP 2.

Steam Barge Elk Cr.

By Net Freight . , . $381 38
" Canal Tolls 117 00

Contra, Dr.

To Harbour Tow Bills 15 00
" Cash per question . . 303 65

318 65

Balance still due on Trip 2 $179 73

Total shortage = $184 40 + $179 73 = $364 13. Answer.

Answering same question in a more concise manner :

ist Trip

Freight = 40,000 x 3*c = $1,300 00

Deduct per agreement
Canal Towing $156 60

" Tolls 120 00
= 276 60

$1,023 40

Amount due Elk is & = 341 13

Less allowance for Harbour Tow Bills . . 15 00

$326 13

2nd Trip
=

Freight = 39,000 x 3|c - $1.413 75

Deduct per agreement
Canal Towing $152 60

" Tolls 117 00
269 60

$1,144 15

Due Elk | - $381 88

Less allowance . . 15 00

$366 38
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The "
Elk's

"
Account, then, stands as follows. Due to Cap-

tain :

Account 1st Trip. $326 13

Cash advanced for Canal Tolls 120 00

11700

Account, 2nd Trip 366 88

$929 51

Deduct Cash paid by Barge
" B ". $261 73
" 303 65

565 38

Amount short paid. . $364 13

The settlement made was not according to agreement. The
" Elk " was not entitled to be charged with Canal Towing, and was

not entitled to J gross freights, but J less charges as shown above.

Question 2. A Ship carrying 1,000 tons dead weight and with

40,000 cubic feet capacity in its hold is to be freighted with Ore

(occupying 15 cubic feet per ton) at $2.50 per ton, and Fruit (oc-

cupying 75 cubic feet per ton) at $9.00 per ton weight. How

many tons of Ore and Fruit respectively should she carry so as to

utilize her maximum capacity and tonnage, and what when so

loaded would be her gross earnings?

A.

Operation.

If loaded to carry 1,000 tons and occupy 40,000 cubic feet of space, the

average space per ton = 4
?b9o 40 cubic feet.

We must now find what proportion freight occupying 15 and 75 cubic

feet respectively per ton must be taken to average 40 cubic feet per ton.

f40 15 = 25 shortage, take 35 tons of this.

Averge, 40J
75 - 40==35excess " 25

Total 60 tons.

So that in each 60 tons 35 would be of the lighter material and 25 of the

heavier. The amount required of each would just be

f of 1,000 = 588J tons of the 15 feet freight.

lg of 1,000 = 416|
" "

75.
" Ans.
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Gross Earnings.
583* x 2.50 = Sl,458 33

4161 x 9.00 = 3,750 00

Proof.
35,208 33. Am.

583 x 15 cubic feet = 8,750 cubic feet.

416| x 75 " = 31,250

40,000

Explanation.

Each ton which occupies 15 feet of space requires 25 feet less

than average; a ton that occupies 75 feet requires 35 feet more
than average. We must use just such a number of tons of each that

the total quantity less than the average will be counterbalanced

by the total quantity over the average. The easiest method of get-

ting at this when there are only two quantities is what is com-

monly known as the Alligation Method, in which the shortage in

the first would be multiplied by the number representing the excess

in the second, and vice versa. If we reverse these numbers and

multiply, we see that the total shortage exactly counterbalances

the total excess, which proves that the right proportion has been

found. It is then a simple matter to determine the quantity of

each.

Question 3. What amount of interest is due on the following

Ledger balances? Interest allowed at 4% on Daily Balances.

1897.
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A. Reduce the various Balances to the equivalent number of

Dollars, which, earning interest for one day, would yield same

amount as the said Balances for the times given:

Jany. 1 4,000 x 7 = 28,000

8 3,500 x 6 = 21,000

14 3,60J x 17 = 61,200

31 3,500 x 6 = 21,000

Feb. 6 ... 3,825 x 14 = 53,550

20 3,490 x 4=13,960
24 3,410 x 11 = 37,510

Mch. 7 3,276.20 x 6 = 19,657.20

13 3,500.32 x 16 = 56,005.12

29 3,575.32

87 311,882.32

311,882.32 x 4

365 x 100
= 834.18 Answer.

Question 4. John Smith is Purchasing Agent in London,

England, for two Canadian houses.

For A. he buys in Paris, France, goods amounting to Francs,

1168.11; for B. he buys in Hamburg, Germany, goods amounting
to Marks, 76.50; his commission is 5% for buying.

What is the amount of the sterling Drafts A. and B. must remit

and what is the amount of the Cheque they must pay the Bank

issuing the Draft, Sterling Exchange selling at 10%, 21 Marks

qual to 1, and 25 Francs equal to 1.

"
Sterling Exchange selling at 10%" means at 10% advance

on the old par of exchange which was 1 - $-4/, so that in this

case 1 cost *-V- x H* = ^TT-

A.'s invoice was 1168.11 francs, which reduced to sterling

money on the basis of 25 francs = 1, gives
LL!% = 46.7244.

5% commision on this amount = 2.3362.

A.'s draft to Smith amounts to 46.7244 + 2.3362 =

^49.0606 = 49 Is. 2Jd.

A/s 1 costs $\4
,
A. must give the Bank a cheque for

49.0606 x *-4/ = $239.85.
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B.'s invoice was 76.50 marks, which must be reduced to ster-

ling money on the basis of 21 marks = 1, or including the 5%
commission, on the basis of 21 marks = 1.05, which gives

^ff< x 1.05 = 3.825 = 3 16s. 6d., the amount of B.'s draft.

B. must give the Bank a cheque for 3.825 x *y = $18.70.

A. 's draft = ^49 1*. Z\d.

B.'s
" = 3 16s. 6 d.

A. 's cheque = $239 85

B.'s
" = 18 70

Note.

The par value of /I = $4.861.
"

1 franc = .193.

"1 mark = .238.

Question 5. Multiply by contracted method and give the an-

swer to three places of decimals.

64.4235 x 318.4851.

Operation.

318.48510

532446

19,109.1060

1,273.9404

127.3940

6.3696

.9552

.1590

20,517.9242 Ans. 20,517.924.

Explanation.

The question calls for three places of decimals, but to get the

correct answer to three places it is better by the contracted method

to multiply to four places on account of the
"
carrying figures."

This is done by reversing the multiplier and placing it under the

multiplicand with the units figure under the fourth decimal place;

each of the other figures then falls naturally into its proper posi-

tion. Multiplying by the 6 tens gives us four decimal places in

our product. Next multiply by the four units, commencing at the
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figure directly above it, which being a decimal of the fourth place

gives a product of four decimal places; this product must be ar-

ranged under the previous one beginning at the extreme right.

Now we multiply by 4, commencing at the 5 directly above it;

this is really multiplying a decimal of 3 places by a decimal of

1 place, and gives, therefore, a decimal of four places for result,

which is arranged as before at the extreme right. It will be

noticed that all the results are in four decimal places, and when

added give us an answer in four decimal places. The figures to the

right of the one directly above that we are multiplying by are

totally disregarded in the working.

Rule Reverse the multiplier, placing the unit figure thereof

directly under the decimal to which it is intended to extend the work

(which should be one place further than an accurate answer is

required to). Multiply as in ordinary multiplication, ignoring
tall figures in the multiplicand to the right of the figure we are

multiplying by. Arrange the several products so that the figures

on the extreme right are directly under each other. Add and

point off the number of decimals to which work has been extended.

Question 6. A Merchant holds a Mortgage of $6,250, Principal

payable in four equal annual instalments of $1,562.50, Interest

5% payable annually. Being in need of money he offers to sell it

to B. at a price that will give B. 8% on his investment. .What
amount did B. pay?

A. The annual Payment on Principal being $1,562.50, the

Payment of interest for the several years is as follows:

1st year, 5 % on 86,250 = $312 50. Total payment = $1,562.50 +
$312 50 = $1,875.00.

2nd year, 5 % on $4,687 50.= $234 38. Total payment = $1,562 50 +
$234 38 = $1,796.88.

3rd year, 5 % on $3, 125.00 = 156 25. Total payment = $1,562 50 -f $156 25
= $1,718 75.

4th year, 5% on $1,562 50 = $7812. Total payment = $1,562 50 +
$78 12 = $1,640 62.
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B. buys this mortgage at a price that will pay him S/ per
annum on his money for the time it is invested. We must

therefore find the present value of each of the above instalments.

Each $1 paid by B. for 1st instalment is worth $1.08 when
1st instalment is due: value of instalment No. 1 = *-V

8
7rr-

=

$1736.11.

Each $1 paid for 2nd instalment is worth $1.08 x $1.08 =

$1.1664 when 2nd instalment is due: value of instalment No.

- = $1540.53.

Each $1 paid for 3rd instalment is worth $1.08 x 1.08 x 1.08 =

$1.2597 when 3rd instalment is due : value of instalment No. 3 =

5- - $1364.40.

Each $1 paid for 4th instalment is worth $1.08 x 1.08 x 1.08 x

1.08 = $1.36049 when 4th instalment is due : value of instalment

No. 4 = Hmf* = $1205.90.

B. should pay for the mortgage $1736.11 + $1540.53

$1364.40 + $1205.90 = $5846.94. Answer.

Question 7. A Jeweller has 5 oz. Gold, 16 Carats fine, and

melts it with 10 oz. Gold, 12 Carats fine. How much pure Gold

must he add to his mixture to make it 20 Carats fine?

Operation.

Pure gold = 24 carats.

Standard required = 20 carats.

20 16 = 4 carats shortage on each oz. of 16 carat gold.

2012 = 8 " " " 12

24 20 = 4 "
surplus 2-1

4 carats X 5 = 20 carats shortage on 16 carat gold.

8 " x 10 = 80 " " " 12

100 " = total shortage.

100 carats shortage -j- 4 carats surplus = 25 oz.

Pure gold needed to raise the mixture to required standard 25 oz. Ans.
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Proof.

Oz. Carats. Carats.

25 x 24 = 600

5 x 16 = 80

10 x 12 = 120

40 ) 800(20 carats.

800

The fineness of Pure Gold is fixed at 24 Carats. Gold which

is 20 Carats fine has only 20 parts out of 24 Gold, the rest of it is

some other metal. In working this question each ounce is sup-

posed to be divided into 24 parts. Each ounce of 16 Carat Gold

contains only 16 parts Gold, which is 4 parts below the standard

called for in the mixture. The shortage of Gold in 5 ounces would

therefore be 4 parts X 5=20 parts. Similarly the shortage in

each ounce of 12 Carat Gold is 8 parts, and in 10 ounces it would

be 8 parts X 10=80 parts. Both together show a total shortage
of 20+80=100 parts. This is to be made up by putting in Pure

Gold, each ounce of which gives us a surplus of 4 parts as the aver-

age required is only 20 and Pure Gold is 24. The question thus

becomes a very simple one, viz.: "How many ounces, each show-

ing an excess of 4 parts Gold, will be needed to make up a shortage
of 100 parts?

"
Just 100 divided by 4, or 25 ounces.

Question 8. A Farmer has a Mortgage on his Farm of $5,340,

Principal payable in five years from 1st January, 1898. Interest

payable half-yearly, 5%. He desires to deposit in a Savings Bank
an annual deposit which compounded at 4% every six months will

give him enough to pay off the Mortgage at the end of five years.

1st. What amount of Interest does he pay on the Mortgage

every six months?

2nd. How much must he deposit on the 1st of January, 1898,,

and four following years, to have $5,340 at the end of five years.

A. 1. His half-yearly Interest on Mortgage is just 2$% on

$5,340=$133.50.
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2. Each dollar deposited January 1, 18 (J8, l/eavs compound
Interest at 2% half year for 10 half-years. Similarly each dollar

deposited January 1, 1899, bears compound Interest at 2% per

half-year for 8 half-years, etc.

$1 deposited Jan. 1/98 would at the end of the time be worth 1.02 10 = 1.21899

1
"

Jan. 1/99
" "

1.02 8 := 1.17KU.

1
"

Jan. 1/1900
" "

1.02 6 = 1.12iil(i

1
"

Jan. 1/1901
" "

1.02 4 -=1.0S2l:J

1
'

. Jan. 1/1902
"

1.02-' = 1.0404

1
"

annually for five years
"

$5.03964

as often as $5.63964 is contained in $5340 there must be $1. in the

annual deposit.

$5,340 -7- $5.63984 = $946.87. Answer.

Second Method.

2 % compounded half-yearly 4.04 % per annum.
1.04045 (or 1.02 10

)
= $1.2189944.

Compound interest on $1 for said time = .2189944.

.2189944 4- .0404 = $5.42065, final value of $1 annuity for 5 years paid at

end of each year.

Add compound interest on $1 for time = .21899 + S5.<J3961 = final

value of SI, invested annually for 5 years, at the beginning of each year.

$5340 4 $5.63964 = $946.87. Answer.

Annuities and Sinking Funds.

Before calculations in Annuities, Sinking Funds, Debentures,

etc., can be understood, it is first necessary to have a thorough

grasp of the principles underlying Compound Interest. For in-

stance, what causes an investment of $1 to amount to $1.3685? if

out at Compound Interest for 8 years? Simply an annuity of ,4

cents added to it, which in its turn gathers interest at the same

rate. If, instead of leaving the first year's Interest in the same

Bank as the $1, we withdrew the 4 cents and deposited it at the

same rate in another Bank, and do likewise with each successive

year's 4 cents as it becomes due, we shall then have at the end of

eight years just $1 in the first Bank and $.36857 in the second

Bank. The amount in the second Bank is simply an annual de-

posit of 4 cents at the end of each year for eight successive years,

with the Interest on these deposits at 4% compound added thereto.
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Now, an equal sum set apart annually for a number of years is an

Annuity, therefore, the above .36857 is the Final Value or value at

maturity of an Annuity of 4 cents for 8 years at 4%. Knowing
the final value of an Annuity of 4 cents, it is, then, a simple matter

to find the value of an annuity of 100 cents or $1.00 ; it is

.36857X100-4 divided by .04=$9.2142. From this we deduce the

following useful rule:

To find the Value at Maturity of an Annuity of $1 for any given

lime at any given rate :

Calculate the Compound Interest of $1 for the given time at

the given rate and divide it by the given rate expressed decimally.

Question 9. A Merchant buys 1,000 yards of cloth from a

Manufacturer, made up as follows:

200 yards at 60 cents.

300 yards at 50 cents.

100 yards at 80 cents.

125 yards at $1.00.

100 yards at 90 cents.

175 yards at 75 cents.

He retails it at an average price of 85 cents per yard.

What percentage of each sale was profit? How much did he

make on the 1,000 yards? What percentage did he make -or lose

on each lot ?

A
200 yds. cost 60c., sold at 85c., gain =25c. = || sale = 29T

7
T% sale,

or gain = f cost = 41f% profit.

300 yds. cost 50c., sold at 85c., gain = 35c. = ff sale = 41^% sale,

or gain = f cost = 70% profit.

100 yds. cost 80c., sold at 85c., gain = 5c., = /5 sale = 5^% sale,

or gain = ^ cost = 6% profit.

125 yds. cost 31.00, sold at 85c., loss = 15c. = if sale = 15ff% sale los,

or loss = TW cost = 15% loss.

100 yds. cost 90c., sold at 85c., loss = 5c, = & sale = 5T 7% sale lots,

or loss = fa cost = 5f% loss.

175 yds. cost 75c., sold at 85c., gain = lOc. = | sale = 10ff% sale.

or gain = ^ cost = 13 % gain.
Total cost = $120 + $150 + $80 4- $125 + $90 -r- $131.25 = $696.25.

Total selling price = $1000 x 85c. = $850.00.

Total profit = $850 -696.25= $153. 75. Answer.
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Question 10. A Trustee has $10,000 to invest. He deposits

$3,462 in Savings Bank at 3J% compounded half-yearly. With

$3,500 he buys Dominion Bank Stock at $250 per $100 share, and

receives Dividends of 3$% quarterly. With $3,038 he buys Bank

of Nova Scotia Stock at $217 per $100 share, and receives Divi-

dends of 4% half-yearly. At the end of the year, how much in-

terest will he have received, and what rate does each investment

pay?

Savings Bank :

$3,462 x (1.013)2 = $3,584 23. Deduct $3,462 from this amount, which

leaves as interest $122.23.

122.23 -^ 3,462 = 3.53 % per annum.

Dominion Bank Stock :

$3,500 -f- $250 = 14 shares. Each share pays $3.50 per quarter, or $14

per year. 14 x $14 = $196 income.

$196 -f- 3,500 = 5.60 % per annum.

Bank of Nova Scotia Stock :

$3,038 ^ 217 = 14 shares. Each share pays $4 per halfjyear, or $8 per

year. 14 x $8 $112 income.

$112 -f- $3,038 = 3.69 % per annum.

Total income = $122 23

196 00

112 00

$430 23

Total investment = $10,000.

Average rate of income = 430.23 -r 10,000 = 4.30 %.
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